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QUANTIFICATION SETTLEMENT AGREEMENT

THIS AGREEMENT is made and entered into as of this 10th day of October, 2003, by
and among Imperial Irrigation District ("IID"), a California irrigation district, The Metropolitan
Water District of Southern California ("MWD"), a California metropolitan water district, and
Coachella Valley Water District ("CVWD"), a California county water district, each of which is
at times referred to individually as "Party" and which are at times collectively referred to as
"Parties."

RECITALS:

A. IID is an irngation district organized under the California Irrigation District Law,
codified at §§ 20500 et seq. of the California Water Code, and delivers Colorado River water in
Imperial County, California for potable and irrigation purposes.

B. MWD is a metropolitan water district organized under the California Metropolitan
Water District Act, § 109-1 of the Appendix to the California Water Code, and engaged in
developing, storing and distributing water in the counties of Los Angeles, Orange, Riverside, San
Bernardino, San Diego and Ventura, California.

C. CVWD is a county water district organized under the California County Water
District Law, codified at §§ 30000 et seq. of the California Water Code, and delivers Colorado
River water in Riverside County, California for potable and irrigation purposes.

D. 1D, MWD, PVID and CVWD are each contractors with the United States for
delivery of Colorado River water as authorized by the Boulder Canyon Project Act (Act of
December 21, 1928: 45 Stat.1057, as amended.)

E. Pursuant to those contracts, PVID, the Yuma Project (Reservation Division), IID
and CVWD (collectively "the agricultural agencies") hold California's first three priorities to
Colorado River water and are collectively entitled to the beneficial consumptive use as
reasonably required of not to exceed 3,850,000 AFY. The fourth and fifth priorities totaling
1,212,000 AFY are held by MWD. The sixth priority of 300,000 AFY is held by IID, CVWD
and PVID. The seventh priority of all remaining water available for use within California is
reserved for agricultural use in the Colorado River Basin within California, which includes the
lands within I[ID, CVWD and PVID. MWD and CVWD also have surplus water delivery
contracts with the Secretary of the Interior.

F. MWD, IID and CVWD recognize that they have differences of opinion over
various legal questions including the right to transfer water and the volumes of water to which
the various right holders are entitled, but each Party wishes to go forward with this Agreement
and associated agreements without regard to certain current or future differences, subject to the
provisions of Article 4 hereof.

G. This Agreement and the Related Agreements are intended to consensually settle
longstanding disputes regarding the priority, use and transfer of Colorado River water, to
establish by agreement the terms for the further distribution of Colorado River water among the



Parties for up to seventy-five (75) years based upon the water budgets set forth herein, and to
facilitate agreements and actions which will enhance the certainty and reliability of Colorado
River water supplies available to the Parties and assist the Parties in meeting their water demands
within California’s apportionment of Colorado River water by identifying the terms, conditions
and incentives for the conservation and distribution of Colorado River water within California.

H. IID seeks to settle disputes with CVWD and MWD and to use proceeds from the
acquisition of Conserved Water by those Parties from IID to improve the reliability, efficiency
and management of its Colorado River supply.

I CVWD seeks to settle disputes with IID and MWD and to acquire Conserved
Water for irrigation and potable uses to accommodate anticipated reductions in groundwater
extraction.

I MWD seeks to settle disputes with IID and CVWD and to ensure the reliability of
its Colorado River supplies.

K. The Salton Sea Reclamation Act of 1998 expresses a federal interest in exploring
whether the Salton Sea can be stabilized and reclaimed in the long term to preserve a healthy fish
and wildlife resource habitat, yet recognizes that such stabilization and reclamation needs to
accommodate the potential reduced inflows to the Salton Sea that may result from the
conservation and transfer of conserved water by the IID.

L. The California State Legislature adopted and the Governor signed into law in
2003 three Acts (Stat. Chaps. 612, 611 and 654), commonly referenced as SB 317 (the "Kuehl
Bill"), SB 277 (the "Ducheny Bill"), and SB 654 (the "Machado Bill") to facilitate
implementation of this Agreement and the Related Agreements (as defined herein) (the Kuehi
Bill, the Ducheny Bill and the Machado Bill are referenced collectively in this Agreement as the
"QSA Legislation").

M. The State Water Resources Control Board, by its Order dated October 28, 2002,
conditionally approved a joint petition, as amended, filed by IID and SDCWA for approval of
the proposed transfer by 1ID of up to 200,000 AFY of Colorado River Water to SDCWA and for
an acquisition of up to 100,000 AFY by CVWD or MWD and a petition filed by IID to change
the point of diversion, place of use, and purpose of use under IID’s Permit 7643 (as the same
may be amended upon reconsideration, if any, the "SWRCB Order").

N. The Parties intend and believe that the Effective Date (defined below) of this
Agreement and certain Related Agreements (as defined herein) will occur after the completion of
review and adequate provision for any required mitigation under and in compliance with the
California Environmental Quality Act, California Public Resources Code §§ 2100 et seq.
("CEQA™").



ARTICLE 1
DEFINITIONS

1.1 Definitions. As used in this Agreement, the following terms have the following
meanings:

a1 Approval Agreement. The agreement between IID, MWD, CVWD and
PVID dated December 19, 1989, and entitled Approval Agreement.

2) 1998 IID/SDCWA Transfer Agreement. The Agreement for Transfer of
Conserved Water by and between IID and SDCWA dated April 29, 1998, as thereafter amended
by IID and SDCWA through the Revised Fourth Amendment dated as of October 10, 2003, with
such further changes thereto as IID and SDCWA may from time to time agree subject to the
provisions of Section 4.8 hereof.

(&) Acquisition Agreements. Collectively, the 1998 IID/SDCWA Transfer
Agreement, the CVWD/MWD Acquisition Agreement, the ID/MWD Acquisition Agreement,
the IID/CVWD Acquisition Agreement, and the MWD/CVWD Transfer and Exchange
Agreement.

@) AF. Acre-foot, a measure of volume.
8) AFY. Acre-feet per Calendar Year.

6) All-American Canal. The canal and appurtenant works from Imperial
Dam to the Imperial and Coachella Valleys authorized in Section 1 of the Boulder Canyon
Project Act.

)] Allocation Agreement. The Agreement dated as of the Closing Date
among the Secretary and the other parties thereto, concerning the allocation of Conserved Water
created as a result of the lining of the All-American Canal and the Coachella Canal, with such
changes to such agreement as may be from time to time agreed upon in writing in accordance
with such agreement.

®) Assignment (or Assign). Any sale, gift, pledge, hypothecation,
encumbrance, or other transfer of all or any portion of the rights in or arising from this
Agreement to any person or entity (excluding such a transfer by operation of law), regardless of
the legal form of the transaction in which the attempted transfer occurs.

(9)  BOR. The United States Bureau of Reclamation.

(10) Business Day. A day that is not a Saturday, Sunday, or federal or
California state legal holiday.

(11) Calendar Year. The twelve (12)-month period running from January 1
through December 31.




(12) Calendar Year Quarter. Any of the four three-month periods (i) January
through March; (1i) April through June; (i11) July through September; or (1v) October through
December.

(13) CEQA. Asdefined in Recital N.

(14) Closing Date. October 10, 2003, the date as of which all Parties Execute
this Agreement and all Rrelated Agreements dated as of the Closing Date.

(15) Coachella Canal. The Coachella branch of the All-American Canal
leading from the All-American Canal to the CVWD service area authorized in Section 1 of the
Boulder Canyon Project Act.

(16) Colorado River Aqueduct. The aqueduct system owned and operated by
MWD and extending from Lake Havasu to Lake Mathews in Riverside County.

(17) Conserved Water. Water made available for acquisition under this
Agreement and the Related Agreements attributable to: (i) Temporary Land Fallowing or crop
rotation, if an allowed use is for irrigation, or (ii) projects or programs that enable the use of less
water to accomplish the same purpose or purposes of allowed use; provided, however, that such
term does not include water attributable to:

(a) the activities described in (i) or (ii) above not voluntarily
undertaken; or

(b) the activities described in (1) above voluntarily undertaken
in exchange for money payment or other valuable consideration received from a governmental
source other than SDCWA, MWD, CVWD or the California Department of Water Resources
("DWR"); and

(c) the resulting volume of reduced water produced from (a) or
(b) above cannot be used anywhere within the IID Service Area.

(18) Consumptive Use. The diversion of water from the main stream of the
Colorado River, including water drawn from the main stream by underground pumping, net of
measured and unmeasured return flows.

(19) Conveyance Loss. The actual loss of water to evaporation, seepage, or
other similar cause resulting from any transportation of Conserved Water from Imperial Dam to
the CVWD service area or to the MWD service area, as the case may be.

(200 CVWD. As defined in Recital C.

1) CVWD/MWD Acquisition Agreement. The agreement between CVWD
and MWD dated as of the Closing Date regarding the acquisition of Conserved Water, with such
changes thereto as CVWD and MWD may from time to time agree subject to the provisions of
Section 4.8 hereof.




(22) CVWD/MWD Supplemental Agreement. The agreement between
CVWD and MWD dated December 19, 1989, and entitled Agreement to Supplement Approval
Agreement.

(23) Date of Non-consensual Termination of the 1998 IID/SDCWA
Transfer Agreement. The date on which the Non-consensual Termination of the 1998
IID/SDCW A Transfer Agreement becomes effective.

(24) NEPA. The National Environmental Policy Act.

(25) Delegation (or Delegate). Any sale, gift, pledge, hypothecation,
encumbrance, or other transfer of all or any portion of the obligations or liabilities in or arising
from this Agreement to any person or entity (excluding such a transfer by operation of law),
regardless of the legal form of the transaction in which the attempted transfer occurs.

(26) Intentionally Not Used.

(27) Effective Date. The date on which the United States District Court,
Southern District of California, Case No. 03cv0069w (JES) executes the Stipulation and Order
dismissing the case IID v. United States, et al..

(28) Environmental Cost Sharing, Funding and Habitat Conservation Plan
Development Agreement or ECSA. The agreement among I[ID, CVWD and SDCWA dated as
of the Closing Date, concerning, among other things, the sharing and payment of certain
environmental review and mitigation costs pertaining to this Agreement and certain Related
Agreements with such changes thereto as such parties may from time to time agree in writing.

(29) QSA Legislation. As defined in Recital L.

(30) Execution or Executed. The execution and delivery of this Agreement
and the Related Agreements dated as of the Closing Date by a duly-authorized representative of
a party thereto, on behalf of such party, without conditions or reservations of any kind, except as
may be expressly set forth in the agreement thereby executed and delivered.

(31) Flood Control Release. The release of water from Lake Mead and the
operation of Hoover Dam for flood control purposes pursuant to the reservoir operating criteria
specified in the February 8, 1984 Field Working Agreement between the U.S. Army Corps of
Engineers and the BOR, and the U.S. Army Corps of Engineers regulations contained in
Volume 33 of the Code of Federal Regulations, Part 208.11.

(32) Force Majeure. An event, not within the control of the Parties, which
materially and adversely affects the performance of their respective obligations and duties to
properly construct, operate, establish, implement or maintain the means of creating or receiving
deliveries of Conserved Water, including a Transfer Stoppage as defined herein.

(33) GDPIPD Inflation Index. For any Calendar Year Quarter after the fourth
Calendar Year Quarter of 1998, the ratio of the published value for that quarter of the Gross
Domestic Product Implicit Price Deflator published quarterly by the Bureau of Economic




Analysis of the United States Department of Commerce in the Survey of Current Business,
divided by the value of the Gross Domestic Product Implicit Price Deflator for the fourth
Calendar Year Quarter of 1998. The GDPIPD Inflation Index for future quarter "n" is calculated
by the following formuia:

GDPIPD Inflation Index Quarter "n"
GDPIPD Inflation Index Fourth Quarter 1998

(34) IID. As defined in Recital A.

(35) IID Service Area. That area of Imperial Valley described in IID’s
Section 5 Contract as in effect on October 15, 1999,

(36) IID/CVWD Acquisition Agreement. The agreement between IID and
CVWD dated as of the Closing Date regarding the acquisition of Conserved Water, with such
changes thereto as I[ID and CVWD may from time to time agree subject to the provisions of
Section 4.8 hereof.

37) HD/MWD 1988 Agreement. The agreement between IID and MWD
dated December 22, 1988, and entitled Agreement for the Implementation of a Water
Conservation Program and Use of Conserved Water.

(38) IID/MWD Acquisition Agreement. The agreement between IID and
MWD dated as of the Closing Date regarding the acquisition of Conserved Water, with such
changes thereto as IID and MWD may from time to time agree subject to the provisions of
Section 4.8 hereof.

(39) Implementation Agreement. The Colorado River Water Delivery
Agreement among the Secretary, IID, CVWD, MWD and SDCWA, dated as of the Closing
Date, containing the terms of agreement with the Secretary regarding this Agreement and the
Related Agreements in taking actions concerning the Colorado River, with such changes thereto
as the parties thereto may from time to time agree.

(40) Improvement District No. 1. That area of land described in Exhibit "B"
of the Contract for Construction of Capacity in Diversion Dam, Main Canal and Appurtenant
Structures and for Delivery of Water between the United States and Coachella Valley County
Water District dated October 15, 1934, as heretofore or hereafter modified under Section 15 of
the Agreement of Compromise between Imperial Irrigation District and Coachella Valley County
Water District dated February 14, 1934; provided, however, that any modification that requires
IID’s consent shall also require MWD’s consent for purposes of this definition.

(41) Inadvertent Overrun and Payback Policy. The BOR program described
in and contemplated under Section 6.2(4) hereof.

(42) Inflation Index. For any Calendar Year Quarter ending after January 1,
1999, the arithmetic average of the PPI Inflation Index and the GDPIPD Inflation Index. The
Inflation Index for any future Calendar Year Quarter "n" is calculated by the following formula:




I,= (PPI Inflation Index + GDPIPD Inflation Index)
2

(43) Interim Surplus Guidelines. The federal guidelines described in
Section 6.2(5) hereof.

(44) MWD. As defined in Recital B.

45) MWD/CVWD Delivery and Exchange Agreement. The agreement
between MWD and CVWD dated as of the Closing Date regarding the transfer by MWD to
CVWD of thirty-five thousand (35,000) AFY of MWD’s State Water Project entitlement and the
exchange of such water for Colorado River water, with such changes thereto as MWD and
CVWD may from time to time agree subject to the provisions of Section 4.8 hereof.

(46) "N'" Dollars. That nominal dollar amount in a future Calendar Year
Quarter "n" which, when adjusted based on the Inflation Index ("I,") is equivalent to the
specified dollar amount in the Agreement measured as of the Year Z specified in the Agreement.

The adjustment is calculated according to the following formula:
"N" Dollars = Nominal Dollar Amount = $zzz(Year Z) x Inflation Index,

(47) Neutral County. Any county other than Imperial, Los Angeles, Orange,
Riverside, San Bernardino, San Diego or Ventura.

(48) Non-consensual Termination of the 1998 IID/SDCWA Transfer
Agreement. The termination of the 1998 1ID/SDCWA Transfer Agreement after the Effective
Date,

() [Intentionally not used]

(11) by reason of the termination pursuant to Section 4.1(c) of the 1988
IID/SDCWA Transfer Agreement; or

(1i1) by reason of the expiration of the Initial Term without the
commencement of a Renewal Term in Year 46, as defined in the 1998 [ID/SDCWA Transfer
Agreement, or if renewed, the expiration of the Renewal Term.

(49) QSA. This Agreement, the Quantification Settlement Agreement.

(50) PPI Inflation Index. For the last month of any Calendar Year Quarter
ending after January 1, 1999, the ratio for the published value for that month of the Producer
Price Index for the Materials and Components for Construction (ID #WPUSOP2200) published
by the United States bureau of Labor Statistics, divided by the published value for December
1998. The PPI Inflation Index for future month "n" is calculated by the following formula for
published values:




PPI month "n"
PPI December 1998

(581) Priority "Z". The contractual priority level of the right to Colorado
River water by the California agencies with Section 5 Contracts, with "Z" varying between
Priority 1 and Priority 7, as set forth in the provisions of Article I, Sections 1-7 of the Seven-
Party Agreement of 1931, which provisions are included in each Section 5 Contract.

(52) QSA-JPA. The QSA Joint Powers Agreement dated as of the Closing
Date among IID, CVWD, SDCWA and the State of California or the Joint Powers Authority
established thereby, as the context requires.

(53) PVID. The Palo Verde Irrigation District, an irrigation district organized
under the Palo Verde Irrigation District Act, §§ 33-1 et seq. of the Appendix to the California
Water Code.

(54) Related Agreements. The Acquisition Agreements, the Allocation
Agreement, the Implementation Agreement, the Amendments to the IID/MWD 1988 Agreement,
the 1989 Approval Agreement and the CVWD/MWD Supplemental Agreement, the
MWD/CVWD Delivery and Exchange Agreement, the ECSA, the QSA-JPA, the agreements
listed on Exhibits A and B hereto, and any other agreements, amendments and waivers entered
into or adopted by or with the written consent of all Parties in connection with this Agreement or
made pursuant to Section 4.8 hereof. The Parties recognize and agree that the performance
under, or the effectiveness of, each of the agreements listed on Exhibit B, even though Executed
as of the Closing Date, is or may be contingent on the receipt of various permits, approvals and
consents, as specified in those agreements.

(55) SDCWA. The San Diego County Water Authority, a California county
water authority incorporated under the California County Water Authority Act, §§ 45-1 et seq. of
the Appendix to the California Water Code.

(56) SDCWA/MWD Exchange Agreement. The Agreement for the
Exchange of Water dated November 10, 1998 between SDCWA and MWD, as amended and
restated in 1ts entirety by the Agreement between SDCWA and MWD dated as of the Closing
Date.

(57) Secretary. The Secretary of the United States Department of the Interior,
and duly appointed successors, representatives and others with properly delegated authority.

(58) Section S Contract. A contract between the Secretary and a California
agency for permanent service for the delivery of Colorado River water, established pursuant to
Section 5 of the Boulder Canyon Project Act, 43 U.S.C. § 617d.

(59) SWRCB. The California State Water Resources Control Board.

(60) SWRCB Order. As defined in Recital M.




(61) Temporary Land Fallowing. The creation of Conserved Water from the
retirement of land from crop production activities for a period starting no earlier than the
Effective Date and ending on or prior to the Termination Date.

(62) Termination Date. The Termination Date is the earlier of (i) midnight on
October 12, 2003, if the Effective Date has not by then occurred; (ii) the Date of Non-consensual
Termination of the 1998 IID/SDCW A Transfer Agreement; (ii1) the end of the twelfth (12"‘)
calendar month following the date of aTransfer Stoppage, unless such Transfer Stoppage has
been overturned or modified or remedied to the satisfaction of each affected Party, or unless the
Parties, SDCWA and the Secretary have agreed to continue this Agreement and the Related
Agreements notwithstanding the continuation of such Transfer Stoppage; or (iv) December 31,
2077.

(63) Transfer Stoppage. A transfer or acquisition of Conserved Water
pursuant to this Agreement that is ordered to stop by virtue of an injunction or other order issued
by a court or administrative agency acting within the scope of its jurisdiction.

(64) "Year " (e.g., Year 25.). One in the series of Calendar Years

occurring after the Effective Date; provided, however, that Year 1 shall commence on the
Effective Date and end on December 31, 2003.

1.2 Rules of Construction and Word Usage. Unless the context clearly requires
otherwise:

1 The Recitals to this Agreement are a part of this Agreement to the same
extent as the Articles;

2 The Exhibits and Attachments attached to this Agreement are incorporated
by reference and are to be considered part of the terms of this Agreement;

3 The plural and singular numbers include the other;

)] The masculine, feminine, and neuter genders include the others;
Q) "Shall," "will,"” "must,"” and "agrees" are each mandatory;

) "May" is permissive;

(7) "May not" is prohibitory;

t))] "Or" is not exclusive;

9 "Includes” and "including" are not limiting;

(10)  "Between" includes the ends of the identified range;

(11)  "Person" includes any natural person or legal entity; and



(12) "Transfer,” when used herein or in the Related Agreements in relation to a
transaction involving Conserved Water, does not mean or imply that the Parties agree as to
whether any such transaction is properly characterized as a transfer under California law or
whether such transaction is subject to SWRCB jurisdiction.

ARTICLE 2
WATER BUDGETS
2.1 IID Water Budget.
¢} Priority 3a Cap. IID’s Consumptive Use entitlement under its share of

Priority 3a 1s capped by this Agreement at three million one hundred thousand (3,100,000) AFY
at Imperial Dam, less (1) the Conserved Water made available by IID for use by others
hereunder, and (ii) the water made available under Paragraph (2) of this Section 2.1 to the extent
charged to Priority 3a, and plus any Conserved Water made available to IID from the lining of
the All-American and Coachella Canals, as provided under and subject to the terms and
conditions of the Allocation Agreement. This cap shall be subject to adjustment in any Year to
the extent permitted under or required by the Inadvertent Overrun and Payback Policy. Any
Colorado River water permitted to be acquired under Section 4.3 hereof shall be in addition to
this cap.

2) Miscellaneous and Indian PPR’s. IID shall forbear Consumptive Use
when necessary, in conjunction with the Inadvertent Overrun and Payback Policy, to permit the
Secretary to make available for Consumptive Use by holders of miscellaneous and Indian present
perfected Colorado River water rights the aggregate amount necessary to satisfy individually
their respective present perfected rights to Colorado River water, up to a maximum of eleven
thousand five hundred (11,500) AFY. IID’s obligation to forbear use of water for this purpose
may be charged, at IID’s option, to its rights under Priorities 6a, 7 or 3a as available. In the event
1t is not necessary in any Year for IID and CVWD to collectively forbear a total of fourteen
thousand five hundred (14,500) AF for this purpose, then a credit equal to the difference between
14,500 AF and the amount of actual necessary forbearance responsibility shall be shared
seventy-five percent (75%) to IID and twenty-five percent (25%) to CVWD.

3) IID Priority 6a Forbearance and Priority 7 Use. IID agrees to forbear
Consumptive Use under Priority 6a sufficient to enable IID, CVWD and MWD to
Consumptively Use Priority 6a water as it may be available in accordance with the following
order of use subject to any rights that PVII) might have, except as may otherwise be required
under the Interim Surplus Guidelines: first, thirty-eight thousand (38,000) AFY to MWD;
second, sixty-three thousand (63,000) AFY to IID; third, one hundred nineteen thousand
(119,000) AFY to CVWD:; fourth, any balance of Priority 6a and 7 water available in accordance
with the priorities identified in [ID, CVWD and MWD Section 5 Contracts, as in effect on
October 15, 1999. Should IID, CVWD or MWD not Consumptively Use all or any of the
Priority 6a or 7 water available to it as provided above, any unused volume shall be available in
the above order to meet the next lower order Consumptive Use needs.

4@ Acquisition Mechanism and Location. IID performs its obligations to
make Conserved Water available for CVWD and MWD acquisition as contemplated by this

-10-



Agreement by reducing its Consumptive Use at Imperial Dam by an amount equal to the
Conserved Water to be acquired. When IID acts in that manner, IID has satisfied its obligation
to make Conserved Water available for acquisition. CVWD and MWD each accept
responsibility for any arrangements and facilities necessary to divert the Conserved Water made
available to either of them and for any Conveyance Loss. CVWD and MWD have no duty to
divert any or all of the Conserved Water. The payments by CVWD and MWD to IID under their
respective Acquisition Agreements are for the conservation and acquisition of the Conserved
Water, whether or not CVWD or MWD actually diverts that Conserved Water.

5) Conserved Water for CVWD. IID shall make Conserved Water
available to CVWD under and subject to the terms and conditions of the [ID/CVWD Acquisition
Agreement and the Implementation Agreement.

6) Conserved Water for SDCWA. The terms and conditions applicable to
IID’s conservation and transfer of Conserved Water to SDCWA contemplated by this Agreement
shall be as set forth in the 1998 IID/SDCW A Transfer Agreement.

7 Conserved Water for MWD. IID shall make Conserved Water available
to MWD under and subject to the terms and conditions of the IID/MWD Acquisition Agreement.

8 Conserved Water from Canal Lining Projects. Conserved Water
resulting from the lining of the All-American Canal and the Coachella Canal shall be made
available as provided under and subject to the terms and conditions of the Allocation Agreement.

(9)  Conservation Methods. The creation of Conserved Water by IID
utilizing efficiency improvements or fallowing for acquisition, transfer or lessening
environmental impacts, shall be as described in the Compromise IID/SDCWA and QSA
Delivery Schedule attached hereto as Exhibit C.

2.2 CVWD Water Budget.

1) Priority 3a Cap. CVWD’s Consumptive Use entitlement under its share
of Priority 3a is capped by this Agreement at three hundred thirty thousand (330,000) AFY at
Imperial Dam, less (i) Conserved Water made available from the lining of the Coachella Canal,
as provided under and subject to the terms and conditions of the Allocation Agreement, and
(ii) the water made available under paragraph (2) of this Section 2.2 to the extent charged to
Priority 3a. This cap shall be subject to adjustment in any Year to the extent permitted under or
required by the Inadvertent Overrun and Payback Policy and the Decree Accounting Program.
Any Colorado River water acquired from any Party pursuant to a transaction contemplated by
this Agreement or permuitted to be acquired under Section 4.3 hereof shall be in addition to this
cap.

) Miscellaneous and Indian PPR’s. CVWD shall forbear Consumptive
Use when necessary, in conjunction with the Inadvertent Overrun and Payback Policy, to permit
the Secretary to make available for Consurnptive Use by holders of miscellaneous and Indian
present perfected Colorado River water rights the aggregate amount necessary to satisfy
individually their respective present perfected rights to Colorado River water, up to a maximum
of three thousand (3,000) AFY. CVWD’s obligation to forbear use of water for this purpose may
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be charged, at CVWD’s option, to its rights under Priorities 6, 7 or 3 as available. In the event
that it is not necessary in any Year for IID and CVWD to collectively forbear a total of fourteen
thousand five hundred (14,500) AF for this purpose, then a credit equal to the difference between
fourteen thousand five hundred (14,500) AF and the amount of actual necessary forbearance
responsibility shall be shared seventy-five percent (75%) to IID and twenty-five percent (25%) to
CVWD.

3) CVWD Priority 6a Forbearance and Priority 7 Use. CVWD agrees to
forbear Consumptive Use under Priority 6a sufficient to enable IID, CVWD and MWD to
Consumptively Use Priority 6a water as it may be available in accordance with the following
order of use, subject to any rights that PVID might have, except as may otherwise be provided
under the Interim Surplus Guidelines: first. thirty-eight thousand (38,000) AFY to MWD;
second, sixty-three thousand (63,000) AFY to IID; third, one hundred nineteen thousand
(119,000) AFY to CVWD,; fourth, any balance of Priority 6a and 7 water available in accordance
with the priorities identified in the IID, CVWD and MWD Section 5 Contracts, as in effect on
October 15, 1999. Should IID, CVWD or MWD not Consumptively Use all or any of the
Priority 6a or 7 water available to it as provided above, any unused volume shall be available in
the above order to meet the next lower order Consumptive Use needs.

@) Acquisition From IID. The terms and conditions applicable to the
acquisition of Conserved Water by CVWD from IID, as contemplated by this Agreement, shall
be as set forth in the [ID/CVWD Acquisition Agreement.

(5 Acquisition From MWD. The terms and conditions of the acquisition of
water and entitlement to water by CVWD from MWD, as contemplated by this Agreement, shall
be as set forth in the CVWD/MWD Acquisition Agreement and the MWD/CVWD Transfer and
Exchange Agreement.

23 MWD Water Budget.

1) MWD Priority 4 and 5§ Cap. MWD’s Consumptive Use entitlements
under Priorities 4 and 5 are capped by this Agreement at five hundred fifty thousand (550,000)
AFY, and six hundred sixty-two thousand (662,000) AF, respectively, at Lake Havasu, less the
water made available under paragraph (2) of this Section 2.3 to the extent charged to Priority 4 or
5. This cap shall be subject to adjustment in any Year to the extent permitted under or required
by the Inadvertent Overrun and Payback Policy. Water made available by MWD to CVWD in
any Year pursuant to this Agreement shall be charged at MWD’s option to any water available to
MWD in that Year. Any Colorado River water acquired from any Party pursuant to a transaction
contemplated by this Agreement or permitted to be acquired under Section 4.3 hereof shall be in
addition to this cap.

(2) Miscellaneous and Indian PPR’s. MWD shall forbear Consumptive Use
when necessary, in conjunction with the Inadvertent Overrun and Payback Policy, to permit the
Secretary to make available for Consumptive Use by holders of miscellaneous and Indian present
perfected Colorado River water rights the aggregate amount necessary to satisfy individually
their respective present perfected rights to Colorado River water in excess of fourteen thousand
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five hundred (14,500) AFY. MWD’s obligation to forbear Consumptive Use for this purpose
shall be charged at MWD’s option to any Priority pursuant to which MWD has water available.

3 [Intentionally Not Used]

@) Priorities 1 & 2 Consumptive Use Over and Under 420,000 AF. MWD
shall be responsible when necessary, in conjunction with the Inadvertent Overrun and Payback
Policy, for repayment of any overrun as a result of aggregate use by Priorities 1, 2 and 3b in
excess of four hundred twenty thousand (420,000) AFY; and to the extent that Priorities 1, 2 and
3b use is less than four hundred twenty thousand (420,000) AFY, MWD shall have the exclusive
right to Consumptively Use such unused water.

5 Acquisitions From IID. The terms and conditions applicable to the
acquisition of Conserved Water by MWD from IID, as contemplated by this Agreement, shall be
as set forth in the ID/MWD Acquisition Agreement and the Allocation Agreement.

6) Acquisition From CVWD. The terms and conditions of the acquisition
of water by MWD from CVWD, as contemplated by this Agreement, shall be as set forth in the
MWD\CVWD Transfer and Exchange Agreement and the Allocation Agreement.

7 Acquisition by CVWD. The terms and conditions of the acquisition of
water and entitlement to water by CVWD from MWD, as contemplated by this Agreement, shall
be as set forth in the CVWD/MWD Acquisition Agreement and the MWD/CVWD Transfer and
Exchange Agreement.

8) Contractual Commitment to SDCWA. The terms and conditions of the
delivery of certain Conserved Water to SDCWA by MWD shall be as set forth in the
SDCWA/MWD Exchange Agreement.

ARTICLE 3
TERM/CLOSING/EFFECTIVE DATE

3.1 Term. This Agreement shall commence on the Effective Date and shall terminate
on the Termination Date.

3.2  Closing Date. The Execution of this Agreement and the Execution of each of the
Related Agreements that is dated as of the Closing Date shall be deemed to have been Executed
simultaneously at 12:00 PM PST on the Closing Date. No Party shall take a position in any
administrative, judicial or legislative forum contrary to or inconsistent with the foregoing.

3.3  Effective Date. Notwithstanding any other provision of this Agreement, the
obligations of the Parties under Articles 2 and 4, and under the related provisions of the
Acquisition Agreements and the Implementation Agreement contemplated by this Agreement,
shall be contingent upon the occurrence of, and shall not become effective until, the Effective
Date.
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34 Early Termination.

)] In the event of Non-consensual Termination of the 1998 IID/SDCWA
Transfer Agreement:

(1) Advance Notice. IID shall, to the extent reasonably possible, give
the other Parties, SWRCB, BOR and the Secretary at least twelve (12) months advance written
notice of such event together with a written explanation of the underlying factors and
calculations;

(i1) [Intentionally Not Used]

@111)  [Intentionally Not Used]

2) In the event of a Transfer Stoppage, the Parties shall proceed in the
manner required under Section 6.1 hereof and shall seek to overturn, modify or otherwise
remedy such Transfer Stoppage to the satisfaction of each Party materially affected thereby. If
the Parties are unable to do so, they shall in good faith negotiate among themselves and with the
SDCWA and the Secretary to determine whether to continue this Agreement and the Related
Agreements that are coterminous with this Agreement notwithstanding the Transfer Stoppage
and, if so, with what modifications if any.

&) [Intentionally Not Used]

“@) Effect of Termination. As of the Termination Date, neither the terms of
this Agreement nor the conduct of the Parties in performance of this Agreement shall be
construed to enhance or diminish the rights of any of the Parties as such rights existed at the
Closing Date, including any enhancement or diminishment by reason of an alleged application of
common law principles of reliance, estoppel, intervening public use, domestic or municipal
priority, shortage or emergency, or equitable apportionment. Notwithstanding any provision to
the contrary in this Agreement, or in the Implementation Agreement, all water budget
components contemplated under Article 2 of this Agreement and all state and federal approvals,
permits and water contract amendments issued or adopted in connection therewith, other than
environmental related permits with continuing mitigation obligations, shall thereupon terminate
by consent of each of the Parties, which consents are hereby given, and which consents shall be
reaffirmed in writing at the request of any Party, and the rights of the Parties shall revert to the
status quo as though the Parties had never entered into, or intended to enter into, this Agreement,
the Acquisition Agreements, or the Implementation Agreement. Notwithstanding anything to the
contrary in this Agreement, the parties stipulate and agree that the provisions of Section 4.1 of
this Agreement, the provisions of Section 16.2 of the IID/MWD Acquisition Agreement, the
provisions of Section 14.3(2) of the [ID/CVWD Acquisition Agreement, and the provisions of
Sections 14.3 and 14.4 of the 1998 IID/SDCW A Transfer Agreement will remain in force and
effect.
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ARTICLE 4
ADDITIONAL SETTLEMENT PROVISIONS

4.1 General Settlement Provisions; No Admission of Settlement Terms;
Reservation of Rights and Claims.

The Parties do not agree on the nature or scope of their relative rights to the delivery, use or
transfer of Colorado River water. This Agreement is a consensual, comprehensive settlement
arrangement acceptable to all Parties. It does not reflect any Party’s rights or claims singularly or
collectively, nor does it reflect the anticipated, predicted or possible outcome to any of the many
disputes between the Parties if they were to be resolved without consensus. The Parties
acknowledge that this Agreement is, in fact, a settlement and thus may not be used for any
purpose in any judicial, legislative or administrative proceeding, and may not be used in any
future attempt to reallocate water or water rights or to reorder the priorities of the Parties upon
the termination of this Agreement. Subject to the provisions of this Agreement which
compromise such matters, the legal rights, duties, obligations, powers and claims of each Party
are preserved and may be acted upon by any Party during the term of this Agreement.

4.2 All-American Canal and Coachella Canal Lining Projects Conserved Water.

(1) The Parties agree that sixty seven thousand seven hundred (67,700) AFY
and twenty six thousand (26,000) AFY of Conserved Water from the completed All-American
Canal Lining Project and the Coachella Canal Lining Project, respectively, shall be distributed
subject to the terms of the Allocation Agreement.

2) {Intentionally Not Used]

3) [Intentionally Not Used]

@ [Intentionally Not Used]

5) [Intentionally Not Used]

4.3  Other Acquisitions of Colorado River Water. During the period from the
Effective Date to the Termination Date, the Parties may acquire Colorado River water from any
person, without objection by any of the Parties, so long as any such acquisition is not
inconsistent with any other term of this Agreement or the Related Agreements and does not
materially reduce the water available to the Parties.

4.4 [Intentionally Not Used]

4.5 CVWD Utilization of Water.

1) Other than as provided in Section 3.6 of the ID/CVWD Acquisition
Agreement, CVWD shall not utilize its water budget to facilitate any water use outside of
Improvement District No. 1 other than for direct and in lieu groundwater recharge, and shall use
its best efforts to utilize its water budget to address the groundwater overdraft problem in
Improvement District No. 1 and to implement a program that is designed to achieve a safe yield
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within Improvement District No. 1 by the end of CVWD’s water budget ramp-up in
approximately Year 30.

(2) IID and MWD shall not object to the utilization of Colorado River water
in the Coachella Valley. but outside Improvement District No. 1, in order to maximize the
effectiveness of Improvement District No. 1’s water use and recharge programs.

A3 CVWD shall make no claim as a matter of right to any additional
Colorado River water in Priorities 3 or 6.

4) This Agreement does not affect CVWD’s rights under its surplus contract
with the Secretary dated March 6, 1987, including its right to use water delivered under that
contract anywhere within its boundaries.

4.6 CVWD Groundwater Storage of IID Water. Subject to the physical
availability of storage in the Coachella Valley after accounting for the storage to be utilized by
CVWD for the MWD/CVWD conjunctive use program, if implemented, CVWD will provide
groundwater storage for IID’s use in accordance with the [ID/CVWD Acquisition Agreement.

4.7  Shortage and Sharing of Reduced Water Availability. If for any reason there
is less than 3.85 million (3,850,000) AF available to Priorities 1, 2 and 3 in any Year, there will
be no termination of this Agreement. Shortages will be shared pursuant to the particular
provisions of the Acquisition Agreements and the Allocation Agreement.

4.8 Amendments to Acquisition Agreements. The Parties to each Acquisition
Agreement shall have the right to amend that Agreement from time to time without the consent
of any other Party hereto (a "non-signatory Party"); provided, however, that prompt notice and a
copy of any such amendment is provided to each non-signatory Party, the Secretary, BOR and,
with respect to the transfers to SDCWA contemplated under the 1998 IID/SDCWA Transfer
Agreement and acquisitions from IID by CVWD under the IID/CVWD Acquisition Agreement,
SWRCB:; and provided, further, that no such amendment shall be given any force or effect, or be
binding on any Party, if:

1) such amendment would affect in any respect the rights of any non-
signatory Party to Colorado River water; or

) such amendment could reasonably have a significant adverse effect on the
interests of a non-signatory Party; unless or until

3 in the circumstances of either (1) or (2), the written consent to such
amendment shall have been obtained from each non-signatory Party, which consent shall not be
unreasonably withheld and, if determined to have been unreasonably withheld, shall be effective
retroactively to the date originally requested.

4.9 MWD Mitigation of Certain Effects of Interim Surplus Guidelines. In the
event that Priority 3a Consumptive Use by IID and CVWD, consistent with and as adjusted by
this Agreement, is reduced as a direct result of the application and operation of the Interim
Surplus Guidelines, MWD will assume responsibility for any required payback of any water use
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overruns by IID and CVWD resulting from such reduction. MWD’s aggregate payback
obligation under this Section 4.9 shall be limited to an amount equal to the aggregate amount of
surplus water allocated to and Consumptively Used by MWD under Full Domestic Surplus
and/or Partial Domestic Surplus conditions, as determined by the Secretary under the Interim
Surplus Guidelines.

4.10 [Intentionally Not Used]

4.11 MWD Interim Surplus Guidelines Agreements With Arizona and Southern
Nevada Water Authority. In connection with the implementation of the Interim Surplus
Guidelines, MWD and the State of Arizona may enter into an Interim Surplus Guidelines
Agreement and MWD and the Southern Nevada Water Authority have entered into an Interim
Surplus Guidelines Agreement. Pursuant to such agreements MWD may be required to forbear
delivery of a determinable quantity of Colorado River water in certain circumstances involving
the Secretary’s determination of a shortage condition in accordance with such Guidelines. IID
and CVWD hereby agree to forbear exercise of any right or claim under Priorities 6 and 7,
including any right or claim under this Agreement or a Related Agreement, to such water to the
extent of any such required forbearance by MWD.

4.12 [Intentionally Not Used]

4.13 [Intentionally Not Used]

4.14 [Intentionally Not Used]

4.15 [Intentionally Not Used]

4.16 Public Awareness Program. The Parties will each implement and maintain a
water conservation public awareness program.

ARTICLE 5
REPRESENTATIONS AND WARRANTIES

5.1 IID’s Representations and Warranties.

(1)  Authority. Subject only to the determinations and approvals
contemplated by Section 6.2(2) of this Agreement and compliance with environmental laws as
contemplated by Section 6.2(2) of this Agreement: (i) IID has all legal power and authority to
enter into this Agreement and to perform its obligations hereunder on the terms set forth in this
Agreement and (i1) the execution and delivery hereof by IID and the performance by IID of its
obligations hereunder will not violate or constitute an event of default under the terms or
provisions of any agreement, document or instrument to which IID is a party or by which IID is
bound.

(2)  Signatories. The persons executing this Agreement on behalf of IID have
the full power and authority to bind IID to the terms of this Agreement. In addition, the persons
signing this Agreement on IID’s behalf personally warrant and represent that they have such
power and authority. Furthermore, the persons signing this Agreement on IID’s behalf
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personally warrant and represent that they have reviewed this Agreement, understand its terms
and conditions, and have been advised by counsel regarding the same.

3 Enforceability. Subject only to the determinations and approvals
contemplated by Section 6.2(2) of this Agreement, compliance with environmental laws as
contemplated by Section 6.2(2) of this Agreement, and satisfaction or waiver of the conditions
set forth in Section 6.2 of this Agreement, this Agreement constitutes a valid and binding
agreement of 1ID, enforceable against IID in accordance with its terms.

“4) No Pending or Threatened Disputes. Except as disclosed in
Appendix 5.1, attached 1o this Agreement, there are no actions, suits, legal or administrative
proceedings, or governmental investigations pending or, to IID’s knowledge, threatened against
or affecting IID relating to the performance contemplated by this Agreement.

) Notice of Developments. IID agrees to give prompt notice to the Parties
if IID discovers that any of its own representations and warranties were untrue when made.

5.2 CVWD’s Representations and Warranties.

(1) Authority. Subject only to the determinations and approvals
contemplated by Section 6.2(2) of this Agreement and compliance with environmental laws as
contemplated by Section 6.2(2) of this Agreement: (i) CVWD has all legal power and authority
to enter into this Agreement and to perform its obligations hereunder on the terms set forth in
this Agreement and (ii) the execution and delivery hereof by CVWD and the performance by
CVWD of its obligations hereunder will not violate or constitute an event of default under the
terms or provisions of any agreement, document or instrument to which CVWD is a party or by
which CVWD is bound.

2) Signatories. The persons executing this Agreement on behalf of CVWD
have the full power and authority to bind CVWD to the terms of this Agreement. In addition, the
persons signing this Agreement on CVWD’s behalf personally warrant and represent that they
have such power and authority. Furthermore, the persons signing this Agreement on CVWD’s
behalf personally warrant and represent that they have reviewed this Agreement, understand its
terms and conditions, and have been advised by counsel regarding the same.

3 Enforceability. Subject only to the determinations and approvals
contemplated by Section 6.2(2) of this Agreement, compliance with environmental laws as
contemplated by Section 6.2(2) of this Agreement, and satisfaction or waiver of the conditions
set forth in Section 6.2 of this Agreement, this Agreement constitutes a valid and binding
agreement of CVWD, enforceable against CVWD in accordance with its terms.

4) No Pending or Threatened Disputes. Except as disclosed in
Appendix 5.2, attached to this Agreement, there are no actions, suits, legal or administrative
proceedings, or governmental investigations pending or, to CVWD’s knowledge, threatened
against or affecting CVWD relating to the performance contemplated by this Agreement.
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S Notice of Developments. CVWD agrees to give prompt notice to the
Parties if CVWD discovers that any of its own representations and warranties were untrue when
made.

53 MWD’s Representations and Warranties.

1) Authority. Subject only to the determinations and approvals
contemplated by Section 6.2(2) of this Agreement and compliance with environmental laws as
contemplated by Section 6.2(2) of this Agreement: (1) MWD has all legal power and authority to
enter into this Agreement and to perform its obligations hereunder on the terms set forth in this
Agreement and (i1) the execution and delivery hereof by MWD and the performance by MWD of
its obligations hereunder will not violate or constitute an event of default under the terms or
provisions of any agreement, document or instrument to which MWD is a party or by which
MWD is bound.

2 Signatories. The persons executing this Agreement on behalf of MWD
have the full power and authority to bind MWD to the terms of this Agreement. In addition, the
persons signing this Agreement on MWD’s behalf personally warrant and represent that they
have such power and authority. Furthermore, the persons signing this Agreement on MWD’s
behalf personally warrant and represent that they have reviewed this Agreement, understand its
terms and conditions, and have been advised by counsel regarding the same.

3 Enforceability. Subject only to the determinations and approvals
contemplated by Section 6.2(2) of this Agreement, compliance with environmental laws as
contemplated by Section 6.2(2) of this Agreement, and satisfaction or waiver of the conditions
set forth in Section 6.2 of this Agreement, this Agreement constitutes a valid and binding
agreement of MWD, enforceable against MWD in accordance with its terms.

4) No Pending or Threatened Disputes. Except as disclosed in
Appendix 5.3, attached to this Agreement, there are no actions, suits, legal or administrative
proceedings, or governmental investigations pending or, to MWD’s knowledge, threatened
against or affecting MWD relating to the performance contemplated by this Agreement.

(5) Notice of Developments. MWD agrees to give prompt notice to the
Parties if MWD discovers that any of its own representations and warranties were untrue when
made.

ARTICLE 6
SPECIAL CONSIDERATIONS

6.1 QOSA Premises. This Agreement and the Related Agreements that are Executed
on the Closing Date are premised on, among other things, the special considerations set forth in
Section 6.2. IID, MWD and CVWD shall each proceed cooperatively, in good faith, and with
reasonable diligence and effort to secure, protect and defend each of such special considerations
for which and to the extent it has responsibility under this Agreement or a Related Agreement.
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6.2 Special Considerations.

) [Intentionally Not Used]

2) Environmental Matters.

(1) Environmental Review. All environmental review and
assessment required under CEQA, NEPA and applicable federal, state and agency regulations
implementing the same have been completed, to the extent required to authorize implementation
of the activities contemplated by this Agreement. An environmental review process will be
deemed "completed” only when all required Notices of Determination pursuant to CEQA have
been duly filed; all required Records of Decision pursuant to NEPA have been duly issued; all
administrative appeal periods have expired; all statutes of limitation for filing an action
challenging any environmental process pursuant to CEQA have expired; as of the deadline for
satisfying these conditions, no action challenging any environmental process has been filed, or, if
filed, has been resolved by a final judgment which upholds or sustains the environmental review
process and allows implementation of the covered activities and all judicial appeal periods have
expired. The environmental review processes described above shall include, but are not limited
to:

(a) The federal EIS in connection with the Implementation
Agreement, the Inadvertent Overrun and Payback Policy and this Agreement, to be prepared by
BOR as the lead agency;

(b)  The EIS relating to the Interim Surplus Guidelines,
prepared by BOR as the lead agency;

(c) The program EIR relating to this Agreement, to be prepared
by IID, MWD, CVWD and SDCWA as co-lead agencies;

(d) The joint EIR/EIS relating to the conservation and transfer
by IID of up to three hundred thousand (300,000) AFY and IID’s Priority 3 cap, to be prepared
by IID as the lead agency under CEQA and BOR as the lead agency under NEPA;

(e) The joint EIR/EIS relating to the lining of the Coachella
Canal, to be prepared by CVWD as the lead agency under CEQA, and by BOR as the lead
agency under NEPA.

) Final approval by all necessary federal and state agencies
of a mitigation plan, a cultural resources plan and any other documents required to allow
implementation of the All-American Canal Lining project pursuant to a certified EIR/EIS for that
project;

(2 Final approval by all necessary federal and state agencies
of a mitigation plan, a cultural resource plan and any other documents required to allow
implementation of the Coachella Canal Lining project pursuant to a certified EIR/EIS for that
project; and
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(h)  The program EIR for the CVWD Groundwater Recharge
project, to be prepared by CVWD as the lead agency.

(1) Resource Approvals. All permits, approvals, authorizations,
opinions, assessments and agreements pursuant to the federal Endangered Species Act ("ESA"),
the California Endangered Species Act ("CESA") and any other federal or state environmental
resource protection laws, and applicable federal or state regulations implementing the same
(collectively "Resource Approvals"), have been finalized, to the extent required by such statutes
or regulations or deemed necessary or appropriate by the U.S. Fish and Wildlife Service
("USFWS"), the California Department of Fish and Game ("CDFG"), BOR or IID to document
compliance therewith and to authorize implementation of the 1998 IID/SDCWA Transfer
Agreement, the conservation by IID of up to three hundred three thousand (303,000) AFY and
IID’s Priority 3a cap. A Resource Approval shall be deemed "final" only when all required
environmental review has been completed as described in Section 6.2(2)(a) above; final action
has been taken and all required documents have been approved and executed by the resource
agencies and the applicant; all required biological assessments and biological opinions have been
issued; all administrative appeal periods have expired; as of the deadline for satisfying these
conditions, and no action challenging any Resource Approval has resulted in a Transfer
Stoppage. The Resource Approvals described above shall include, but are not limited to, all
required approvals by federal and state agencies of:

(a) The change in the point of diversion on the Colorado River
and transfer of up to three hundred three thousand (303.000) AFY of water to be conserved by
IID.

(b) Incidental take authorization pursuant to ESA and CESA,
to the extent required to implement the change in the point of diversion on the Colorado River,
the water transfers and acquisitions described above, the Interim Surplus Criteria, the Inadvertent
Overrun and Payback Policy, the All-American Canal Lining project, and the Coachella Canal
Lining project. The effective date for the CESA permit shall be January 1, 2004, provided
however that the CDFG acknowledges in writing by the Closing Date that activities to occur in
Year 1 pursuant to this Agreement and the Related Agreements will not result in any take of any
species requiring a "take permit.”

(i)  Party Approvals of Environmental Requirements. Each Party,
by action of its governing board, has approved and accepted the terms, conditions and mitigation
measures of the environmental review processes described in Section 6.2(2)(i) above and the
Resource Approvals described in Section 6.2(2)(i1) above (collectively, "Environmental
Requirements"), to the extent such Party is responsible, in whole or in part, for compliance,
performance or payment of the costs of such Environmental Requirements.

3 Transfer Stoppage. The absence of any Transfer Stoppage during the
term of this Agreement.

“) Inadvertent Overrun and Payback Policy. The adoption and
continuation by BOR of standards and procedures for an Inadvertent Overrun and Payback




Policy that is in all material respects in conformity with the current Program, subject to
modification only as and to the extent contemplated under the Implementation Agreement.

(5 Reinstatement of Interim Surplus Guidelines. The reinstatement and
continuation of the terms of the Interim Surplus Guidelines, originally implemented pursuant to
the Secretary’s Record of Decision dated January 16, 2001, by the Closing Date.

6) [Intentionally Not Used]

@) [Intentionally Not Used]

®) [Intentionally Not Used]

9 [Intentionally Not Used}

(10) [Intentionally Not Used]

(11) SWRCB Approval. The adoption and continuation in full force and
effect of the SWRCB Order, as the same may be amended from time to time in a manner and to
the extent acceptable to the Parties.

(12) [Intentionally Not Used]

(13) QSA Legislation. The continuation of the QSA Legislation in full force
and effect without material modification.

(14) [Intentionally Not Used]

(15)  Litigation. Any pending or threatened litigation, including disputes
disclosed in Appendices 5.1, 5.2 or 5.3 hereof, that would, if finally determined in favor of any
complaining person or person, materially and adversely affect (a) the ability of any Party to
perform under this Agreement or the Related Agreements (b) the continuing efficacy of the
Inadvertent Overrun and Payback Policy, the Interim Surplus Guidelines, or the SWRCB’s final
order of approval referenced in Section 6.2 (11) hereof, or (c) the ability of the Secretary (or the
Secretary’s delegate) to perform under the Implementation Agreement, shall become the subject
of one or more joint defense agreements among two or more of the Parties and, where applicable
SDCWA, reasonably allocating responsibilities to a Party or Parties or SDCWA for the defense
of (or intervention in) such litigation and, where appropriate, for the potential consequences of
any materially adverse final determination of such litigation or otherwise specifying the
consequences of any such determination.

(16) Failure of Consideration. The Parties hereby stipulate and agree that a
material failure of any special considerations set forth in Section 6.2 shall constitute an
irreparable injury to each Party and shall also constitute irreparable harm to the public interest,
whether or not there has been a related breach of Section 6.1 by any Party.




6.3  Waiver of Compliance. No Party shall waive compliance with CEQA, NEPA or
other requirements under applicable laws.

ARTICLE 7
[INTENTIONALLY NOT USED]

7.1 [Intentionally Not Used]

(N [Intentionally Not Used]

ARTICLE 8
[INTENTIONALLY NOT USED]

8.1 [Intentionally Not Used]

1) [Intentionally Not ¥Jsed]

) [Intentionally Not Used]

ARTICLE 9
[INTENTIONALLY NOT USED]

9.1 [Intentionally Not Used]
1) [Intentionally Not Used]

) [Intentionally Not Used]

3) [Intentionally Not Used]

ARTICLE 10
REMEDIES

10.1 Specific Performance. Each Party recognizes that the rights and obligations of
the Parties under this Agreement are unique and of such a nature as to be inherently difficult or
impossible to value monetarily. If one Party does not perform in accordance with this
Agreement, the other Parties will likely suffer harm curable only by the imposition of an
injunction requiring specific performance. Thus, each of the Parties agrees that any breach of
this Agreement by any Party shall entitle the non-breaching Parties, or any one of them, to
injunctive relief, including but not limited to a decree of specific performance, in addition to any
other remedies at law or in equity that may be available in the circumstances.

10.2 Cumulative Rights and Remedies. The Parties do not intend that any right or
remedy given to a Party on the breach of any provision under this Agreement be exclusive; each
such right or remedy is cumulative and in addition to any other remedy provided in this
Agreement or otherwise available at law or in equity. If the non-breaching Party fails to exercise
or delays in exercising any such right or remedy, the non-breaching Party does not thereby waive
that right or remedy. In addition, no single or partial exercise of any right, power or privilege




precludes any other or further exercise of a right, power or privilege granted by this Agreement
or otherwise.

10.3  Action or Proceeding between the Parties. Each Party acknowledges that it is a
"local agency" within the meaning of § 394(c) of the California Code of Civil Procedure
("CCP"). Each Party further acknowledges that any action or proceeding commenced by one
Party against another Party would, under § 394(a) of the CCP, as a matter of law be subject to:

(1 being transferred to a Neutral County, or instead

2) having a disinterested judge from a Neutral County assigned by the
Chairman of the Judicial Council to hear the action or proceeding.

3 In the event an action is filed by any Party against another Party or Parties
to enforce this Agreement and to obtain damages for its alleged breach, each Party hereby:

) Stipulates to the action or proceeding being transferred to a Neutral
County or to having a disinterested judge from a Neutral County assigned to hear the action;

(1) Waives the usual notice required under the law-and-motion
provisions of Rule 317 of the California Rules of Court;

(1) Consents to having any motion under § 394(c) heard with notice as
an ex parte matter under Rule 379 of the California Rules of Court; and

(it1)  Acknowledges that this Agreement, and in particular this
Section 10.3, may be submitted to the court as part of the moving papers.

S) Nothing in this Section 10.3, however, shall impair or limit the ability of a
Party to contest the suitability of any particular county to serve as a Neutral County, or shall
operate to waive any other rights.

ARTICLE 11
GENERAL PROVISIONS

11.1 Notices. All notices, requests, demands, or other communications under this
Agreement must be in writing, and sent to the addresses of each Party set forth below. Notice
will be sufficiently given for all purposes as follows:

Personal Delivery. When personally delivered to the recipient. Notice is
effective on delivery.

Certified Mail. When mailed certified mail, return receipt requested. Notice is
effective on receipt, if a return receipt confirms delivery.

Overnight Delivery. When delivered by an overnight delivery service such as
Federal Express, charges prepaid or charged to the sender's account. Notice is
effective on delivery, if delivery is confirmed by the delivery service.
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Facsimile Transmission. Notice is effective on receipt, provided that the
facsimile machine provides the sender a notice that indicates the transmission was
successful, and that a copy 1s mailed by first-class mail on the facsimile
transmission date.

Addresses for purpose of giving notice are as follows:

To 1ID: Imperial Irrigation District
Attn.: General Manager
Address for U.S. Mail P.O. Box 937
Impenal, CA 92251
Address for Personal or 333 E. Barioni Boulevard
Overnight Delivery: Impenal, CA 92251

Telephone: ~ 760-339-9477
Facsimile: 760-339-9392

With a copy delivered by the same means to:

Horton, Knox, Carter & Foote
895 Broadway

El Centro, CA 92243
Attention: John P. Carter, Esq.

Telephone: 760-352-2821
Facsimile: 760-352-8540

To MWD: The Metropolitan Water District of
Southern California
Attn.: Chief Executive Officer

Address for U.S. Mail P.O. Box 54153
Los Angeles, CA 90054

Address for Personal or
Overnight Delivery: 700 North Alameda Street
Los Angeles, CA 90012-2944

Telephone:  213-217-6000
Facsimile: 213-217-6950

With a copy delivered by the same means and at the same address to:

The Metropolitan Water District of Southern
California
Attn: General Counsel



To CVWD: Coachella Valley Water District
Attn.: General Manager-Chief Engineer

Address for U.S. Mail P.O. Box 1058
Coachella, CA 92236

Address for Personal or
Overnight Delivery: Highway 111 and Avenue 52
Coachella, CA 92236

Telephone:  760-398-2651
Facsimile: 760-398-3711

With a copy delivered by the same means to:

Redwine & Sherrill
1950 Market Street
Riverside, CA 92501

Telephone: 909-684-2520
Facsimile: 909-684-9583

1) A correctly addressed notice that is refused, unclaimed, or undeliverable
because of an act or omission by the Party to be notified will be deemed effective as of the first
date that notice was refused, unclaimed, or deemed undeliverable by the postal authorities,
messenger, or overnight delivery service.

(2) A Party may change its address by giving the other Parties notice of the
change in any manner permitted by this Agreement.

11.2 Waiver. No waiver of a breach, failure of condition, or any right or remedy
contained in or granted by the provisions of this Agreement is effective unless it is in writing and
signed by the Party waiving the breach, failure, right or remedy. No waiver of a breach, failure
of condition or right or remedy is or may be deemed a waiver of any other breach, failure, right
or remedy, whether similar or not. In addition, no waiver will constitute a continuing waiver
unless the writing so specifies.

11.3 Post-Closing Notices. Each Party will give the other Parties prompt notice from
time to time after the Closing Date and prior to the Termination Date of any actions, suits, legal
or administrative proceedings, or governmental investigations pending or, to such Party’s
knowledge, threatened against or affecting any Party relating to the performance contemplated
by this Agreement and the Related Agreements.

11.4 Counterparts. This Agreement may be executed in three or more counterparts,
each of which, when executed and delivered, shall be an original and all of which together shall
constitute one instrument, with the same force and effect as though all signatures appeared on a
single document.
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11.5 No Third-Party Rights. This Agreement is made solely for the benefit of the
Parties and their respective permitted successors and assigns (if any). Except for such a
permitted successor or assign, no other person or entity may have or acquire any right by virtue
of this Agreement.

11.6 Ambiguities. Each Party and its counsel have participated fully in the drafting,
review and revision of this Agreement. A rule of construction to the effect that ambiguities are
to be resolved against the drafting Party will not apply in interpreting this Agreement, including
any amendments or modifications.

11.7 Alterations in PPI or GDPIPD Inflation Indices. If the publication of the
Producer Price Index for the Materials and Components for Construction (ID #WPUSOP2200)
or if the publication of the Gross Domestic Product Implicit Price Deflator is altered in some
manner, including changing the name of the index, the geographic area covered, or the base year,
the Parties will use their reasonable best efforts to agree on a substitute index or procedure that
reasonably reflects the change in the level of producer prices for the materials and components
for construction, or the change in the level of prices for goods and services included in the
calculation of the United States Gross Domestic Product, as applicable.

11.8 Governing Law. This Agreement shall be governed by and construed in
accordance with the laws of the State of California, without giving effect to conflict of law
provisions; provided, however, that federal law shall be applied as appropriate to the extent it
bears on the resolution of any claim or issue relating to the permissibility of the acquisitions of
Colorado River water contemplated herein.

11.9 Binding Effect; No Assignment. This Agreement is and will be binding upon
and will inure to the benefit of the Parties and, upon dissolution, the legal successors and assigns
of their assets and liabilities. No Party may Assign any of its rights or Delegate any of its duties
under this Agreement or the Related Agreements, and any such Assignment or Delegation made
in violation of this Section 11.9 shall be void and of no force or effect.

11.10 Joint Defense. The Parties agree to cooperate, to proceed with reasonable
diligence, and to use reasonable best efforts to defend any lawsuit or administrative proceeding
challenging the legality, validity or enforceability of any term of this Agreement, or any Party’s
right to act in accordance with any of the terms of this Agreement. Except as otherwise provided
in the ECSA, or under an agreement referenced in Section 6.2(15), each Party shall bear its own
costs of participation and representation in any such defense.

11.11 Entire Agreement. This Agreement (including the exhibits and other agreements
attached to and referenced in this agreement) constitutes the final, complete, and exclusive
statement of the terms of the Agreement among the Parties pertaining to its subject matter and
supersedes all prior and contemporaneous understandings or agreements of the Parties. No Party
has been induced to enter into this Agreement by, nor is any Party relying on, any representation
or warranty outside those expressly set forth in this Agreement.
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11.12 Modification. This Agreement may be supplemented, amended, or modified
only by the written agreement of the Parties. No supplement, amendment, or modification will
be binding unless 1t is in writing and signed by all Parties.

IN WITNESS WHEREOF, IID, CVWD AND MWD have executed this Agreement as of

the day and year first written above.
IMPERIA?){ TION DISTRICT
B - / (/ /‘/:L‘S)/Z/k/\

Approved as.to

4 coscrp

By: ,/L/P/L"fé’ %w’/t%— By ¢ .~

/d Its: General Manager-Chief Engineer
Its: W ((; Uy t/’/éé_—

THE METROPOLITAN WATER DISTRICT OF

SO N ALE@
By: By: I i \

Its: [0Vt _ ouarSEL. RONALD R. GASTELUM
Chief Executive Officer
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EXHIBIT A

QSA-RELATED AGREEMENTS'
Quantification Settlement Agreement dated October 10, 2003
Colorado River Water Delivery Agreement dated October 10, 2003

Allocation Agreement Among the United States of America; The Metropolitan Water District of
Southern California; Coachella Valley Water District; Imperial Irrigation District; San Diego
County Water Authority; The La Jolla, Pala, Pauma, Rincon and San Pasqual Bands of Mission
Indians; the San Luis Rey Indian Water Authority; The City of Escondido and Vista Irrigation
District dated October 10, 2003

Agreement for Transfer of Conserved Water by and between Imperial Irrigation District and San
Diego County Water Authority dated April 29, 1998

Revised Fourth Amendment to Agreement Between Imperial Irrigation District and San Diego
County Water Authority for Transfer of Conserved Water dated October 10, 2003

Delivery and Exchange Agreement Between Metropolitan and Coachella for 35,000 Acre-Feet
dated October 10, 2003

Agreement For Acquisition of Water Between Coachella Valley Water District and The
Metropolitan Water District of Southern California dated October 10, 2003

Agreement for Acquisition of Conserved Water by and between Imperial Irrigation District and
The Metropolitan Water District of Southern California dated October 10, 2003

Agreement for Acquisition of Conserved Water by and between Imperial Irrigation District and
Coachella Valley Water District dated October 10, 2003

Quantification Settlement Agreement Joint Powers Authority Creation and Funding Agreement
dated October 10, 2003

' Exhibits to such Agreements are included even without express reference.
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Environmental Cost Sharing, Funding and Habitat Conservation Plan Development Agreement
dated October 10, 2003

Conservation Agreement Among the Bureau of Reclamation, Imperial Irrigation District,
Coachella Valley Water District and San Diego County Water Authority dated October 10, 2003

Funding Agreement Among the Bureau of Reclamation, the Metropolitan Water District of
Southern California and the San Diego County Water Authority Regarding Implementation of
Conservation and Mitigation Measures Identified in United States Fish and Wildlife Service
Biological Opinton dated January 12, 2001, "For Interim Surplus Criteria (Hereinafter
"Guidelines"), Secretarial Implementation Agreements, and Conservation Measures on the
Lower Colorado River, Lake Mead to the Southerly International Boundary Arizona, California,
and Nevada" dated October 10, 2003

Agreement Between The Metropolitan Water District of Southern California and the San Diego
County Water Authority Regarding Allocation of the Benefits of the Biological Opinion for
Interim Surplus Criteria, Secretarial Implementation Agreements, and Conservation Measures on
the Lower Colorado River, Lake Mead to the Southerly International Boundary, Arizona,
Califorma, and Nevada, dated January 12, 2001

Agreement for the Conveyance of Water Among the San Diego County Water Authority, the San
Luis Rey Settlement Parties, and the United States

Amendment to the Agreement for the Implementation of a Water Conservation Program and Use
of Conserved Water between the Imperial Irrigation District and the Metropolitan Water District
of Southern California dated October 10, 2003

Amendment to the Approval Agreement Among the Imperial Irrigation District, the Metropolitan
Water District of Southern California, Palo Verde Irrigation District, and Coachella Valley Water
District dated October 10, 2003

Amendment to the Agreement to Supplement Approval Agreement Between the Metropolitan
Water District of Southern California and Coachella Valley Water District dated October 10,

2003

IID and CVWD Consent Letter to MWD/PVID Water Transfer Program dated October 10, 2003

Amended and Restated Agreement Between The Metropolitan Water District of Southern
California and the San Diego County Water Authority for the Exchange of Water, dated
October 10, 2003
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MWD/DFG Special Surplus Payment Agreement

DWR letter re Delivery and Exchange Agreement between Metropolitan and Coachella for
35,000 Acre-Feet, dated October 10, 2003
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EXHIBIT B



EXHIBIT B*

AGREEMENTS EXECUTED BUT CONTINGENT ON PERMITS, APPROVALS OR
CONSENTS, OR TO BE SIGNED AFTER THE QSA EXECUTION

Stipulation for Dismissal and Order Thereon, IID v. USA, et al., Case No. 03¢cv0069 W(JFS),
United States District Court, Southern District of California

The 2003 Exchange Agreement by and between Coachella Valley Water District and the
Metropolitan Water District of Southern California dated

Agreement Between the Imperial Irrigation District and the Department of Water Resources for
the Transfer of Colorado River Water dated October 10, 2003

Agreement Between the Metropolitan Water District of Southern California and the Department
of Water Resources for the Transfer of Colorado River Water dated October 10, 2003

DFG Take Permits

USFWS Take Permits

SWRCB consent to medification of IID/SDCWA transfer mitigation for first 15 years

Amendments No. 27 and No. 28 to the Water Supply Contract Between the State of California
Department of Water Resources and Metropolitan Water District of Southern California

Amendment No. 18 to the Water Supply Contract Between the State of California Department of
Water Resources and Coachella Valley Water District

Amendment No. 18 to the Water Supply Contract Between the State of California Department of
Water Resources and Desert Water Agency

®  Exhibits to such Agreements are included even without express reference.
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Appendix 5.1

IID’s Pending and Threatened Litigation Disclosure

The following actions, suits, legal or administrative proceedings, or governmental
investigations are pending, or (to IID’s knowledge) have been threatened relating to the
performance of this Agreement. By listing the items here, IID does not imply that any of these
matters have merit and, in fact, IID disputes the legitimacy of all the below matters. They are
provided here simply as a disclosure of their existence or threat, per the Agreement.

1. United States Part 417 Proceeding {2003) -- 1ID is currently engaged in a dispute with
the United States over IID’s 2003 water order, with an appeal to the Secretary of the Interior from
the Regional Director’s Final Determination due to be filed later this month. The 2003 Part 417
review of IID will be terminated by the United States and IID’s order approved as part of the
QSA settlement.

2. United States Part 417 Proceeding (Future Years) -- Though IID disputes the legal ability
of the United States to review IID’s water use under Part 417, the United States contends that it
has the right to review 1ID’s water use under that regulation on a yearly basis. In future years
such review is required to be in compliance with obligations of the United States in the QSA
package of documents, and IID and the United States have reserved their litigation rights.

3. IID v. United States, et al. (Case No. 03 CV 0069W (JFS), Southern District California)
This case pertains to IID’s 2003 water order. Itis currently stayed and will be dismissed as part
of the overall QSA settlement.

4. Reasonable Beneficial Use Lawsuits/Actions By Junior Appropriators and Others --
Junior appropriators MWD and CVWD have threatened to sue IID over its reasonable beneficial
use of water. The QSA settlement controls MWD’s and CVWD’s rights to commence such
proceedings during the QSA. Other entities not constrained by the QSA may sue IID.

5. Morgan, et al. v. Impenal Irrigation District (Case No. L-01510, Superior Court of
California, Imperial County)-- This is a lawsuit against IID and "All Persons Interested” brought
by certain landowners in IID. This "Morgan Group” of plaintiffs consists of disgruntled
landowners in the Imperial Valley who have asserted in this case, and/or in other places at other
times, the following general issues: (a) they have "revoked" their status as beneficiaries and thus
IID has no authority over Colorado River water; (b) IID has mismanaged its water right; (c) the
landowners have the right to make their own deals with third parties to transfer water outside the
IID service area; (d) [ID cannot agree to the QSA without landowner consent; (e) methods being
discussed by IID to implement the conservation programs required under the QSA documents
are unfair and improper; (f) other similar complaints about IID and its management.

6. Impenal Valley Actions -- Many residents, landowners, farmers, and groups in the
Impenal Valley are not in agreement with IID over the terms of the QSA, and have threatened to
take action. The exact nature and extent of such possible action is unknown to IID.
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7. Environmental Lawsuits/Actions -- Though the QSA and transfers were subject to
extensive environmental review and provide for extensive environmental mitigation, various
environmental groups and citizens have asserted that mitigation is inadequate or that the
environmental documentation is inadequate. The exact nature and extent of such possible action
1s unknown to [ID.

8. Lining Of All American Canal -- Many persons, both in the United States and in Mexico,
appear to use groundwater that is being supplied by seepage from the All-American Canal.
Lining will reduce access to seepage groundwater once the canal is lined. Persons have
complained about this situation, and it is possible that such persons (and perhaps Mexico) will
attempt to stop such lining.

9. Indian Tribes -- Certain Indian tribes border the Colorado River and have complained in
the past to IID that any reductions in IID water orders so that more water can be taken by MWD
or SDCWA at Parker Dam will adversely affect their power generation and their on-river
wildlife habitat.
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APPENDIX 5.2

NO PENDING OR THREATENED DISPUTES

There are no actions, suits, legal or administrative proceedings, or

governmental investigations pending or threatened against or affecting
CVWD which would adversely impact CVWD'’s ability to undertake the
performance contemplated by this Agreement other than the following:

1. A general threat by the Center for Biological Diversity to sue
challenging QSA transfers and environmental mitigation.

2. The Navajo Nation vs. United States Department of the Interior, et
al., USDC for the District of Arizona, Case No. CIV 03 0507
PCTPG.

3. The Morgan Group lawsuit against |1D.

4. The County of Imperial suit under CEQA challenging the State
Water Resources Control Board Order Conditionally Approving the
IID - SDCWA transfer and the CVWD/MWD acquisition.



QUANTIFICATION SETTLEMENT AGREEMENT
JOINT POWERS AUTHORITY
CREATION AND FUNDING AGREEMENT

This Quantification Settlement Agreement Joint Powers Authority Creation and Funding
Agreement ("Agreement") is dated for reference this 10" day of October, 2003 and made by and
among the STATE OF CALIFORNIA acting by and through the DEPARTMENT OF FISH
AND GAME (“State”), the COACHELLA VALLEY WATER DISTRICT, (“CVWD?”), the
IMPERIAL IRRIGATION DISTRICT, (“IID”) and the SAN DIEGO COUNTY WATER
AUTHORITY, (“SDCWA”). The State, CVWD, IID and SDCWA are sometimes referred to
herein, individually and collectively as the "Party" or "Parties". This Agreement is the QSA JPA
as referenced in the QSA and the Environmental Cost Sharing Agreement.

RECITALS:

A. The Department of Fish and Game is a state agency formed pursuant to California
Fish and Game Code section 700, et seg., and is authorized by the Legislature to enter into this
agreement on behalf of the State.

B. The CVWD is a county water district organized under the California County
Water District Law.
C. The IID is an irrigation district organized under the California Irrigation District

Law.

D. The SDCWA is a county water authority organized under the California County
Water Authority Act.

E. Each of the Parties herein is a public agency. Each of the Parties herein is
authorized and empowered to contract with the other Parties for the joint exercise of powers
under California Joint Exercise of Powers Act and Section 3 of 2003 Stats., ch. 613 (SB 654,
Machado) ("SB 654"). A copy of SB 654 is attached to this Agreement as Exhibit A.

F. SB 654 established a mechanism to implement and allocate environmental
mitigation cost responsibility among IID, CVWD, SDCWA, and the State for the
implementation of the 1998 IID/SDCWA Transfer Agreement and the IID/CVWD Acquisition
Agreement. Costs for environmental mitigation requirements up to and not to exceed a present
value of $133,000,000 shall be borne by IID, CVWD, and SDCWA, with the balance to be borne
by the State. Similarly, SB 654 limits the responsibility for payments by IID, CVWD and
SDCWA for Salton Sea restoration to a present value of $30,000,000, in addition to any
payments under the provisions of subdivision (c) of Section 2081.7 of the Fish and Game Code,
subdivision (f) of Section 1013 of the Water Code, and subdivision (b) of Section 3 of SB 654.

G. [ID, CVWD and SDCWA are entering this Agreement in reliance upon, and this
Agreement is intended to implement, the provisions of SB 654 which allocates the costs and
authorizes the State to accept responsibility for certain environmental mitigation costs. This
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Agreement creates the Quantification Settlement Agreement Joint Powers Authority and
establishes the respective obligations and limitations of each of the Parties for funding of the
joint powers authority and the costs of environmental mitigation. In addition, this agreement
establishes certain obligations and limitations related to the costs of Salton Sea Restoration.

H. On or about October 10, 2003, CVWD, IID, and The Metropolitan Water District
of Southern California executed that certain Quantification Settlement Agreement (“QSA”)
which settles a variety of long-standing Colorado River disputes regarding the priority, use and
transfer of Colorado River water, establishes the terms for the further distribution of Colorado
River water among those entities for a period of time based upon the water budgets set forth
therein and includes as a necessary component thereof the implementation of the 1998
IID/SDCWA Transfer Agreement and the [ID/CVWD Acquisition Agreement. These conserved
water transfers and the QSA are critical components of the State's efforts to comply with the
California Limitation Act of 1929, Section 4 of the Boulder Canyon Project Act of 1928 and to
implement the California Constitutional mandate of Article X, Section 2. Neither the QSA or
these conserved water transfers could be implemented without compliance with extensive state
and federal environmental laws, and this Agreement including the State Obligation is the
principal mechanism for ensuring that required mitigation under those laws for these transfers
will be fully paid for.

L. The terms of the 1998 IID/SDCWA Transfer Agreement and the IID/CVWD
Acquisition Agreement are subject to the implementation of a mechanism to resolve and allocate
environmental mitigation responsibility between those Parties on the terms and conditions set
forth in that certain Environmental Cost Sharing, Funding and Habitat Conservation Plan
Development Agreement among CVWD, IID, and SDCWA (“ECSA”). A copy of the ECSA is
attached to this Agreement as Exhibit B.

J. This Agreement is necessary to (1) allocate among the State, the CVWD, the IID
and the SDCWA Environmental Mitigation Costs; (2) make certain and limit the financial
liability of the CVWD, the IID and the SDCWA for Environmental Mitigation Costs; (3) make
certain and limit the financial liability of the CVWD, the IID and the SDCWA for Salton Sea
restoration costs; and (4) allocate the remaining financial and other risks associated with the
Environmental Mitigation Requirements and Salton Sea restoration costs to the State.

K. CVWD, IID and SDCWA have agreed to substantial commitments of water,
money, and other valuable resources to implement the 1998 IID/SDCWA Transfer Agreement
and the IID/CVWD Acquisition Agreement, among which are commitments of funds to mitigate
environmental impacts of those agreements and to promote restoration of the Salton Sea. These
commitments would not have been made without the promises of the State as documented in this
Agreement. In addition, IID, CVWD and SDCWA are relying upon this Agreement in entering
into other agreements with third parties, including without limitation, contracts with landowners
and farmers in the Imperial Valley who are to produce conserved water.

NOW, THEREFORE, IN CONSIDERATION OF THE MUTUAL COVENANTS,
PROMISES AND THE PROVISIONS, CONDITIONS AND TERMS PROVIDED HEREIN,
THE PARTIES HERETO AGREE AS FOLLOWS:
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ARTICLE I

DEFINITIONS AND PRELIMINARY PROVISIONS

1.1 Definitions.

As used in this Agreement, capitalized terms not defined below shall have the meaning
set forth in the ECSA and, if not defined therein, in the QSA.

a. “Canal Lining Project” shall mean the design and construction of lining in
portions of the All-American Canal and the Coachella Canal, as authorized by Public Law 100-
675. which qualifies for funding pursuant to the California Water Code sections 12560, et seq. as
amended by Section 1 of 2003 Stats., ch. 613 (SB 654, Machado).

b. “Environmental Mitigation Cost Limitation” shall mean (i) a present value equal
to $133,000,000 of the payments by the CVWD, the IID and the SDCWA pursuant to this
Agreement. Environmental Mitigation Cost Limitation with respect to the CVWD, the IID or the
SDCWA, separately, shall mean the individual obligation for a portion of the amount of
$133,000,000 allocated to each agency respectively by Article IX of this Agreement. When used
in the context of the Environmental Mitigation Cost Limitation, the words “liable” or “liability”
mean any responsibility or obligation arising out of or related to any claim, demand, cause of
action, cost, expense, condition or restriction, and shall include, without limitation, damages,
fees, fines, penalties, assessments, permit conditions, litigation cost, attorneys’ fees,
administrative requirements, in-kind contributions, adaptive management requirements, and cost-
sharing requirements.

c. “Restore” and “Restoration” shall have the same meaning as such terms are used
in the QSA Legislation.
d. “Salton Sea Restoration Limit” shall mean a present value equal to $30,000,000

of the payments made by the CVWD, the IID or the SDCWA to the Salton Sea Restoration
Fund. Salton Sea Restoration Limit with respect to the CVWD, the IID or the SDCWA,
separately, shall mean the individual obligation for a portion $30,000,000 limit for each agency
respectively by Article XIV of this Agreement. When used in the context of the Salton Sea
Restoration Limit, the words “liable” or “liability” mean any responsibility or obligation arising
out of or related to any claim, demand, cause of action, cost, expense, condition or restriction,
and shall include, without limitation, damages, fees, fines, penalties, assessments, permit
conditions, litigation cost, attorneys’ fees, administrative requirements, in-kind contributions,
adaptive management requirements, and cost-sharing requirements. The Salton Sea Restoration
Limit is exclusive of Salton Sea restoration funding provided pursuant to the provisions of
subdivision (c) of Section 2081.7 and subdivision (f) of Section 1013 of the Water Code.

€. “State”’ shall mean the State of California.
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1.2 Present Value of Amounts.

The amounts stated in subdivisions b and ¢ of Section 1.2 and in Articles IX and XIV are
in 2003 dollars and are expressed as present-value totals. The present value of these amounts
shall be calculated using a six percent discount factor.

ARTICLE I

CREATION OF THE QUANTIFICATION SETTLEMENT AGREEMENT
JOINT POWERS AUTHORITY

2.1.  Creation of Agency.

There is hereby created a public agency known as the "Quantification Settlement
Agreement Joint Powers Authority” (the "Authority"). The Authority is formed by this
Agreement pursuant to the provisions of the Joint Exercise of Powers Act, being Article I,
Chapter 5, Division 7, Title 1 of the Government Code of the State of California commencing at
Section 6500, as supplemented by 2003 Stats., ch. 613 (SB 654 Machado). The Authority is a
public agency separate from the Parties.

2.2.  Purpose of Authority.

The purpose of this Authority is to pay for Environmental Mitigation Requirements and
Environmental Mitigation Costs by and through the collection, holding, investing and disbursing
of funds.

ARTICLE I

POWERS OF THE AUTHORITY

3.1 General Powers.

The governing body of the Authority shall have the power, in the Authority’s own name,
and as necessary or convenient to implementation of the Authority’s purpose, to do any and all
of the following:

(a) To make and enter into contracts, including, without limitation contracts with one
or more of the Parties.

(b) To employ agents, employees, attorneys, consultants, advisors, and independent
contractors.

(©) To incur debt, liabilities or obligations provided, however, that no debt, liability
or obligation shall directly or indirectly result in a liability of the CVWD, the IID or the SDCWA
in excess of the Environmental Mitigation Requirement Cost Limitation or the Salton Sea
Restoration Limit. The Authority may issue revenue bonds, contracts of indebtedness,
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certificates of participation and other finance instruments pursuant to any State statute applicable
to any of the Parties. Action under this subdivision requires the affirmative vote of three
Commissioners, including the Commissioner representing the State.

(d) To disburse funds to one or more of the Parties to pay for the implementation of
the Environmental Mitigation Requirements, in accordance with a budget adopted by the
governing body.

(e) To sue and be sued in its own name.
H To accumulate reserve funds for the purposes herein.
(2) To apply for, receive and utilize gifts, grants, and loans from any source available.

(h) To acquire, by grant, lease, purchase, bequest, devise, and hold, enjoy, lease or
sell, or otherwise dispose of real and personal property.

(1) To invest surplus funds pursuant to Government Code § 6509.2, subject to
Government Code §§ 53600 ef seq. Interest or other earnings on funds contributed for

Environmental Mitigation Costs shall be used exclusively for the payment of such costs.

) To adopt rules, policies, by-laws, regulations and procedures governing the
operation of the Authority consistent with this Agreement.

(k) To take other actions necessary or convenient for the full exercise of the powers
granted by this Agreement.

3.2 Limitation on Powers.

The Environmental Mitigation Cost Limitation and the Salton Sea Restoration Limit have
been established pursuant to subparagraph (1) of subdivision (b) and subdivision (c) of Section 3
of SB 654. The Authority shall have no power to incur any debt, liability or obligation that
would directly or indirectly result in any liability to the CVWD, the IID or the SDCWA in excess
of the Environmental Mitigation Cost Limitation or the Salton Sea Restoration Limit. The
liability for any Environmental Mitigation Requirements in excess of the Environmental
Mitigation Cost Limitation or any funding obligation or in-kind contributions of any kind for
restoration of the Salton Sea, including federal cost-sharing or other federal requirements, shall
be borne exclusively by the State and sources other than the CVWD, the IID or the SDCWA,
except for restoration funding provided pursuant to the requirements of subdivision (c) of
Section 2081.7 and subdivision (f) of Section 1013 of the Water Code.

33 Limitation of Liability of Parties.

The debts, liabilities and obligations of the Authority shall be the debts, liabilities and
obligations of the Authority alone and not of the Parties or any Party.
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34 Contracts.

The procedures and requirements applicable to contracts of the SDCWA shall apply to
contracts of the Authority, provided, however, that all contracts shall be approved by the
Commission.

3.5 Exercise of Powers.

The Authority shall be subject to the same restrictions upon the manner of exercising its
powers as the restrictions upon the manner of exercising the powers of the SDCWA, unless
otherwise provided herein.

ARTICLE IV

TERM

4.1 Effective Date.

This Agreement shall become effective and the Authority shall be created at the latter of
the following events: (a) when the governing bodies of all of the Parties to this Agreement have
authorized execution of this Agreement; or (b) January 1, 2004.

4.2 Termination Date.

This Agreement shall terminate on the later of (1) the mutual Termination Date of the
1998 IID/SDCWA Transfer Agreement and the [ID/CVWD Acquisition Agreement, or (2) when
all Environmental Mitigation Requirements have been satisfied and the costs thereof fully paid,
unless terminated sooner by written consent of each of the Parties evidenced by a certified copy
of a resolution of its respective governing bodies.

4.3 Limitation on Withdrawal.

No Party to this Agreement may withdraw from the Authority without the express written
consent or approval of all of the remaining Parties. Any attempted withdrawal by a Party not
made in accordance with this Agreement shall be deemed a breach of this Agreement and the
breaching Party shall be liable to the non-breaching Parties for the remainder of any sums owed
by the Party under the ESCA and this Agreement, the Party’s allocation of administrative
expenses for the fiscal year in which the breach occurred and for the following fiscal years and
for any damages for such breach.
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ARTICLE V

GOVERNING BOARD

5.1 The Commission.

The governing body of the Authority shall be known as the "Commission" for the
Authority. The Commission shall be composed of four (4) members (“Commissioners”), one
from each Party to this Agreement. All of the power and authority of the Authority shall be
exercised by the Commission.

5.2 Appointments to the Commission.

The CVWD, the IID and the SDCWA shall each designate and appoint one (1) member
of its governing board to act as its Commissioner and one (1) member of its governing body to
act as its alternate Commissioner. In lieu of appointing a member of its governing body, the
CVWD, the IID or the SDCWA may appoint its general manager or a member of its staff as a
Commissioner or alternate Commissioner. The manner of appointment of the Commissioner and
alternate Commissioner shall be determined by the appointing agency, subject to the consent of
the agency’s governing body. The Director of the Department of Fish and Game or his or her
designee shall be the Commissioner representing the State. The Director of the Department
shall also designate an alternate. During any absence of the Commissioner, the alternative
Commissioner shall act in his place. Each Commissioner (and alternate), other than the
Commissioner representing the Department shall serve at the pleasure of the governing body of
the appointing Party and may be removed at any time, with or without cause, in the sole
discretion of the Party's governing body.

5.3 Commissioners to Serve Without Compensation from Authority.

The Commissioners and alternate Commissioners shall serve without compensation from
the Authority. Each Party shall be responsible for paying the expenses of the Commissioner and
alternate Commissioner of the Party incurred in connection with Authority business according to
the law and policies applicable to the Party.

54 Resignation of Commissioners.

Any Commissioner or alternate Commissioner may resign at any time by giving notice to
the Chairperson of the Authority and the presiding officer of the Party. Any such resignation
shall be effective upon receipt of such notice or at any later time specified in the notice.

5.5 Vote by Commuissioners.

Unless otherwise disqualified pursuant to California law because of a personal financial
or other conflict of interest, a Commissioner, or an alternate Commissioner when acting in the
absence of the Commissioner, may vote on all matters of Authority business, including, without
limitation, contracts between the Authority and the appointing Party.
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5.6 Local Conflict of Interest Code.

The Commission shall adopt a local conflict of interest code pursuant to the provisions of
the Political Reform Act.

ARTICLE VI

CONDUCT OF MEETINGS

6.1 Meetings.

The Commission of the Authority shall establish a regular meeting schedule. At its first
meeting, the Commission shall provide for the time and place of holding its regular meetings.
Special meetings may be called at the request of the Chairperson or of a majority of the
Commissioners. Notice of and the agenda for all meetings shall be furnished in writing to each
Commissioner (and alternate) and to each Party to this Agreement. The meetings of the
Commisston shall be noticed, held and conducted in accordance with the provisions of the Ralph
M. Brown Act as set forth in the California Government Code. The Commission may adopt
supplemental rules of procedure for the conduct of meetings.

6.2 Minutes.

The Secretary of the Authority shall cause to be kept the minutes of all Commission
meetings, and shall cause a copy of these minutes, along with copies of all ordinances and
resolutions enacted, to be forwarded to each of the Parties hereto.

6.3 Quorum.

Three members of the Commission shall constitute a quorum for the transaction of
business. In the absence of a Commissioner, the alternate Commissioner, if present, shall be
counted for purposes of determining a quorum.

6.4 Actions.

Unless otherwise provided herein, all actions of the Commission shall be passed upon the
affirmative vote of three Commissioners. Actions may be taken by resolution or motion recorded
in the minutes.

587115.02/SD
14161-002/10-10-03/dlo/cas -8-



ARTICLE VII

OFFICERS

7.1 Chairperson.

The Commissioner representing the State shall act as Chairperson of the Commission.
The Chairperson is the presiding officer of the Commission. The Chairperson and shall be
recognized as the head of the Authority for all ceremonial and public purposes, and for the
signing of legal instruments and documents of the Authority. At meetings of the Commission,
the Chairperson shall not be deprived of any of the rights and privileges of a Commissioner by
reason of being presiding officer. The alternate Commissioner representing the State shall serve
as Chairperson in the absence of the State’s Commissioner.

7.2 Vice-chairperson.

The Commission may select one of its members to serve as Vice-chairperson. The Vice-
chairperson is the presiding officer of the Commission in the absence of the Chairperson. The
Vice-chairperson shall perform the duties of the Chairperson whenever the Chairperson is
absent, temporarily incapacitated from performing the duties of the Chairperson, or as may be
delegated by the Chairperson. The Vice-chairperson shall serve at the pleasure of the
Commission.

7.3 Additional Officers.

The Commission may appoint such additional officers to perform such duties and shall
have such powers as the Commission may, from time to time, determine.

7.4 Service of Vice-chairperson or Additional Officers.

Subject to the provisions set forth herein, the officers shall be appointed annually in
January. Officers shall assume the duties of their offices immediately after their appointment
and shall hold office until their successors are appointed, except in the case of their earlier
removal or resignation. Vacancies shall be filled by appointment of the Commissioners and such
appointee shall hold office until the appointment of his or her successor.

ARTICLE VIII

MANAGEMENT

8.1 Chief Administrative Officer.

The General Manager of the SDCWA or an employee of the SDCWA designated by the
General Manager of the SDCWA shall serve as the Chief Administrative Officer of the
Authority. Such service shall be without compensation by the Authority. The Chief
Administrative Officer is responsible for the efficient administration of the affairs of the
Authority. The Chief Administrative Officer shall serve as secretary to the Commission and
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shall keep the minutes and records of the Authority. The records of the Authority are subject to

the California Public Records Act. The SDCWA shall not receive economic remuneration from

the Authority or the other Parties for provision of administrative management services under this
paragraph.

8.2 Treasurer.

The Treasurer of the SDCWA shall serve as the treasurer of the Authority. The treasurer
shall be the depository and have custody of all of the money of the Authority from whatever
source. The duties of the treasurer shall be performed in accordance with Government Code
§ 6505.5 without compensation or charge to the Authority, provided, however, that the treasurer
may contract with a certified public accountant, public accountant or other qualified independent
auditor to make an annual audit of the accounts and records of the Authority as provided in
Government Code § 6505 and may charge the costs thereof to the Authority as a reimbursable
expense. The treasurer may contract with qualified investment, financial and other advisors and
may charge the costs thereof to the Authority as a reimbursable expense. Except as otherwise
provided herein, the SDCWA shall not receive economic remuneration from the Authority or the
other Parties for provision of treasurer services under this paragraph. The Treasurer may invest
funds of the Authority according to an investment policy of the Commission adopted pursuant to
Government Code §§ 53600 et seq. Until such an investment policy is adopted, the investment
policy of the SDCWA shall apply to investment of Authority funds.

8.3 Legal Counsel.

The chief legal counsel of CVWD shall serve as legal counsel to the Authority. In the
event of an ethical conflict of interest arising from a direct dispute between the Authority and
any of the Parties, the Authority shall retain independent legal counsel the cost of which shall be
borne by the Parties. The CVWD shall not receive economic remuneration from the Authority or
the other Parties for provision of legal services under this paragraph. Litigation services, if
needed, are to be provided subject to a contract with qualified counsel after approval by the
Commission, and shall be paid pursuant to Section 10.4.

8.4 Agent for Service of Process.

The Chief Administrative Officer of the Authority is the Authority’s agent for service of
process.

8.5 Authority’s Business Offices.

Authority's business office shall be located at the principal place of business of the
SDCWA, which on the date of this agreement is 4677 Overland Ave., San Diego, CA 92123.
SDCWA shall make its personnel available, during the term of this Agreement as necessary to
perform the secretarial, clerical, accounting and administrative duties of the Authority without
remuneration, cost or expense of any kind to the Authority or the other Parties, except as
otherwise provided in Article X.
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8.6 Roster of Public Agencies.

The Chief Administrative Officer shall register the Authority in the roster of public
agencies pursuant to Government Code § 53051.

ARTICLE IX

CONTRIBUTIONS FOR ENVIRONMENTAL
MITIGATION REQUIREMENTS

9.1 Environmental Mitigation Contributions.

The CVWD, the 11D and the SDCWA shall make contributions to the Authority having a
present value of the following amounts:

CVWD $36,717,791
11D $30,000,000
SDCWA $52,220,859

The IID shall also make an additional contribution pursuant its obligation under Section 4.1(2) of
the ECSA having a present value of $14,061,350. Payments shall be made according to the
schedules attached as Exhibits C-1, C-2 and C-3, unless paid in advance.

92 State Obligation.

The State is solely responsible for the payment of the costs of and liability for
Environmental Mitigation Requirements in excess of the Environmental Mitigation Cost
Limitation. The amount of such costs and liabilities shall be determined by the affirmative vote
of three Commissioners, including the Commissioner representing the State, which
determination shall be reasonably made. The State obligation is an unconditional contractual
obligation of the State of California, and such obligation is not conditioned upon an
appropriation by the Legislature, nor shall the event of non-appropriation be a defense.

9.3 Remaining Environmental Mitigation Costs.

The State shall have the rights under Section 4.2(2) of the ECSA to reduce its possible
obligation to pay Remaining Environmental Mitigation Costs.

94 Environmental Mitigation Costs Following Termination of 1998 IID/SDCWA Transfer
Agreement and the IID/CVWD Acquisition Agreement.

The Authority shall have the rights and obligation under Section 4.3(3) and (4) of the
ECSA.
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9.5 Adjustment of Payment Schedules.

The CVWD, the 1ID or the SDCWA may adjust its respective payment schedule
identified in Exhibit C-1, C-2 or C-3 so long as the adjustment does not affect the Authority’s
ability to pay Environmental Mitigation Costs subject to Environmental Mitigation Cost
Limitation. If the Authority issues debt, the Party or Parties whose schedule of payments
provides the revenue to repay the debt shall (i) reimburse the Authority for the amount, if any,
debt service payments exceed the amount required if the Authority borrowed money at an annual
interest rate of 6% compounded annually, and (ii) shall receive a credit against its schedule of
payments for the amount, if any, debt service payments are less than they would be if the
Authority had borrowed money at an annual rate of 6% compounded annually. Payments
actually made by a Party toward Environmental Mitigation Costs after October 10, 2003 and
before the Effective Date of this Agreement shall be credited to that Party’s payment obligation
under this Agreement. Additionally, SDCWA shall receive a credit toward its payment
obligations under this Agreement, not to exceed a present value of $3,118,000, for payments
made to the Bureau of Reclamation for satisfaction of Environmental Mitigation Requirements
pursuant to that agreement among the Bureau of Reclamation, MWD, and SDCWA, dated
October 10, 2003, regarding responsibility for implementation of Conservation and Mitigation
Measures for the Colorado River described in a U.S. Fish and Wildlife Service Biological
Opinion dated January 12, 2001.

ARTICLE X

BUDGET, CONTRIBUTION FOR THE COST AND
EXPENSES OF THE AUTHORITY AND PAYMENTS BY THE AUTHORITY

10.1  Annual Budget.

As soon as possible after the formation of the Authority and annually thereafter, the
Commission shall adopt a budget for the payment of Environmental Mitigation Costs. The
budget shall be prepared in sufficient detail to constitute an operating outline for contributions to
be made by the Parties and expenditures to be made during the ensuing year to pay for the
Environmental Mitigation Costs. The budget shall include payments to I[ID for Salton Sea
mitigation water consistent with Exhibit D. The affirmative vote of three Commissioners,
including the Commissioner representing the State, is required for action under this section, and
the approval of each shall not be unreasonably withheld after giving meaningful consideration to
the need for timely implementation of any Environmental Mitigation Requirement and the
appropriate procurement or maintenance of any permit, approval, authorization, or other
requirement, of any Environmental Mitigation Requirement.

10.2  Financing Plan.

The Commission may adopt a long-term financing plan to assure that sufficient funds are
available to meet the reasonably expected annual costs of paying for the Environmental
Mitigation Requirements. In the event that the Authority is required to issue debt, in any form,
the Party or Parties whose schedule of payments provides the revenue to repay the debt shall
incur the costs of issuance and the adjustments as provided for in Section 9.3. The affirmative
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vote of three Commissioners, including the Commissioner representing the State, is required for
action under this section.

10.3 Reimbursement to Parties of Direct Costs Incurred for Environmental Mitigation.

A Party that incurs Direct costs for Environmental Mitigation Costs under the approved
budget will be reimbursed by the Authority. Reimbursement shall be made only upon
submission of a cost report signed by the treasurer or controller of the Party and determination of
the Authority that the report substantially conforms to the requirements of this Section. The cost
report shall be in a form and contain the information specified by the Commission. The cost
report shall be based upon proper accounting records maintained by the Party. The accounting
records shall be open to inspection by the Authority or any other Party. The Authority’s
determination regarding a cost report shall be made within thirty days of submission.
Reimbursement shall be made by the Authority within thirty days following determination of the
Authority that the report conforms with the requirements of this section. If the Authority
determines that a report does not comply with the requirements of this section, the Party
submitting the report may submit a revised report, which shall then be considered in the same
manner as an initial report. If any portion of an approved reimbursement is not timely paid, the
delinquent amount will bear interest at the rate earned by the Authority on its investments, but
not to exceed twelve percent interest per annum compounded monthly. Direct costs shall mean
Costs, other than out-of-pocket costs, as defined in the ESCA, but shall not include a Party’s
administrative costs, overhead costs, staff costs, losses of revenue from any source, other
opportunity costs of any kind and other similar indirect costs as determined by the Commission
not inconsistent with the ESCA.

10.4 Environmental Litigation Costs.

Environmental Litigation Costs shall be paid as set forth in Section 3.2 of the ECSA.

ARTICLE XI

CONTRIBUTION PROCEDURE FOR AMOUNTS EXTRAORDINARY ADMINISTRATIVE
AND OTHER REIMBURSABLE EXPENSES

11.1  Extraordinary Administrative and Other Reimbursable Expenses.

The Commission may, upon request by the SDCWA reimburse the SDCWA for
extraordinary administrative costs and other reimbursable expenses incurred on behalf of and at
the specific request of the Authority. The Commission shall pay for legal, accounting, and other
special professional services employed by the Authority and not otherwise provided by a Party.
Upon authorization of such expenses by the Commission, each Party shall provide for equal
contributions toward the total amount of the approved expenditure. Contributions for
extraordinary administrative costs shall be in addition to the contributions for the payment of
Environmental Mitigation Requirements and shall not count towards the Environmental
Mitigation Cost Limitation.
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11.2 Time of Payment.

The contribution of each Party for allowed costs under Section 11.1 shall be billed
quarterly and due and payable thirty (30) days after receipt of a billing therefor from the
Authority. Unpaid contributions shall bear interest at the legal rate of interest from the date due

to the date paid.
ARTICLE X11
ACCOUNTING

12.1 Fiscal Year.

The fiscal year of the Authority shall be from July 1 of a year to June 30 of the following
year.

12.2  Books and Accounts.

Full books and accounts shall be maintained by the treasurer in accordance with practices
established by or consistent with those utilized by the Controller of the State of California for
like public agencies. Subject to the provisions of' paragraph 8.2, the treasurer of the Authority
shall comply strictly with the requirements of the statutes governing joint power agencies,
Chapter 5, Division 7, Title 1 of the Government Code, commencing with Section 6500.

12.3  Filing Annual Audit.

The annual audit of the accounts of the Authority shall be filed with each Party no later
than fifteen (15) days after receipt of the audit by the Commission.

ARTICLE XIII

DISSOLUTION OR TERMINATION

13.1 Distribution of Residual.

Dissolution or termination shall not relieve any Party of its obligation to pay for
Environmental Mitigation Requirements under this Agreement. Upon dissolution or termination
of the Authority any residual funds remaining after payment in full of all Environmental
Mitigation Requirements shall be distributed to the Salton Sea Restoration Fund, and any
remaining funds due from a Party shall be paid by that party directly to the Salton Sea
Restoration Fund.
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13.2  Manner of Distribution.

The distribution of assets may be made in kind or assets may be sold and the proceeds
thereof distributed to a Party at the time of withdrawal or to the Parties at the time of dissolution.

ARTICLE X1V

FUNDING LIMITATION

14.1 Funding Limitation for Environmental Mitigation Requirements.

The liability of the CVWD, the IID and the SDCWA for Environmental Mitigation
Requirements or Environmental Mitigation Costs shall not exceed the Environmental Mitigation
Cost Limitation. The State shall defend, indemnify and hold harmless the CVWD, the IID and
the SDCWA, individually or collectively as the case may be, with respect to any Environmental
Mitigation Requirement or Environmental Mitigation Cost which exceeds the Environmental
Mitigation Cost Limitation.

14.2 Cooperation Regarding State Obligation.

If the Authority anticipates that the Environmental Mitigation Cost Limitation will be
exceeded within two years, then the Authority shall submit a written notice to the State stating
the reasons for that anticipation, as well as estimates of the projected cost of remaining
Environmental Mitigation Requirements. The State will seek, with the support of the other
Parties, to obtain Legislative appropriation of funds sufficient to satisfy the State obligation, if
any, for costs of the Environmental Mitigation Requirements as soon as it appears that the
expenditures of the Authority are within $5,000,000 of the Environmental Mitigation
Requirement Cost Limitation, so long as the Authority has encumbered the total amount owed
pursuant to Article IX by the CVWD, the IID and the SDCWA.

14.3 Funding Limitation for Salton Sea Restoration Costs.

In accordance with this Agreement and as required by the State agency responsible for
administration of the Salton Sea Restoration Fund, the CVWD, the IID and the SDCWA shall
make contributions to the Salton Sea Restoration Fund having a present value of the following
amounts:

CVWD $ 8,282,209
11D $ 9,938,650
SDCWA $11,779,141

IID’s payments to the Salton Sea Restoration Fund shall not exceed in any year the
amounts set forth on Exhibit E., unless IID consents.

The hability of the CVWD, the IID and the SDCWA for Salton Sea restoration costs shall
not exceed the Salton Sea Restoration Limit. The State shall defend, indemnify and hold
harmless the CVWD, the IID and the SDCWA, individually or collectively as the case may be,
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with respect to any liability, requirement, expense, cost or obligation for restoration of the Salton
Sea the cost of which exceeds the Salton Sea Restoration Limit.

ARTICLE XV

GENERAL PROVISIONS

15.1 Governing Law.

This Agreement is entered into in the Counties of Riverside, Imperial and San Diego,
California and shall be governed by and construed in accordance with the laws of the State of
California.

15.2 Severability and Waiver.

In the event that any term or condition of this Agreement is determined to be invalid,
illegal or otherwise unenforceable, this Agreement shall be terminated unless the Parties
otherwise consent to continuation of the Agreement without the severed provision. If the
CVWD, the IID, or the SDCWA have made payments or incurred unreimbursed Direct costs for
the Environmental Mitigation Requirements or for the Salton Sea Restoration Fund as provided
in this Agreement, then the obligations of the State under Sections 9.2, 14.1 or 14.3 shall remain
in full force and effect as to the party making such contribution notwithstanding the severance of
any provision, or termination of this Agreement pursuant to this Section. Lack of enforcement of
any term or condition of this Agreement shall not be construed as a waiver of any rights
conferred by such term or condition. Unless otherwise agreed to in writing, the failure of any
Party to require the performance by the other Party of any provision hereof shall in no way affect
the full right to require such performance at any time thereafter, nor shall the waiver of any
provision hereof on one occasion be taken or held to be a waiver of the provision itself.

15.3 Binding Effect.

This Agreement shall be binding on the Parties and their respective successors and
assigns, provided that assignment of this Agreement shall require consent of the other Parties.

15.4  Authority to Execute.

Any person signing this Agreement represents that he/she has full power and authority to
do so, and, that his/her signature is legally sufficient to bind the Party on whose behalf he/she is
signing.

15.5 Integrated Agrecment.

This Agreement contains the entire understanding of the Parties with respect to the
subject matter hereof, and supersedes any prior understanding between the Parties, except as set
forth herein, whether written or oral. This Agreement can be amended only in writing signed by
the Parties.
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15.6 Time of the Essence.

Time is of the essence of this Agreement.

15.7 Notices.

Any communication, notice or demand of any kind whatsoever which any Party may be
required or may desire to give to or serve upon the other Party shall be in writing and delivered
by personal service (including express or courier service), by electronic communication, whether
by telex, telegram or telecopying (if confirmed in writing sent by registered or certified mail,
postage prepaid, return receipt requested), or by registered or certified mail, postage prepaid,
return receipt requested, addressed as follows:

State of California  c/o Department of Fish and Game
1416 Ninth Street, 12" Floor
Sacramento, CA 95814

CVWD: Coachella Valley Water District
Attention: General Manager/Chief Engineer
P. O. Box 1058
Coachella, CA 92236

for personal or overnight delivery:

Coachella Valley Water District

Attention: General Manager/Chief Engineer
Avenue 52 and Highway 111

Coachella, CA 92236

Telephone: 760-398-2651
Facsimile: 760-398-3711

Copy to: Gerald D. Shoaf, Esq.
Steven B. Abbott, Esq.
Redwine and Sherrill
1950 Market Street
verside, CA 92501-1720
Telephone: 909-684-2520
Facsimile: 909-684-9583
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[ID: Imperial Irrigation District
Attn: General Manager
P.O. Box 937
Imperial, CA 92251
Telephone: 760-339-9477
Facsimile: 760-3339-9392

for personal or overnight delivery:

Imperial Irrigation District
Attn: General Manager
333 E. Barioni Boulevard
Imperial, CA 92251

Copy to: John P. Carter
Horton, Knox, Carter & Foote
895 Broadway
El Centro, CA 92243
Telephone: 760-482-9651
Facsimile: 760-370-0900

SDCWA: San Diego County Water Authority
Attn: General Manager
4677 Overland Ave.
San Diego, CA 92123
Telephone: 858-522-6780
Facsimile: 858-522-6562

Copy to: San Diego County Water Authority
Attn: General Counsel
4677 Overland Ave.
San Diego, CA 92123
Telephone: 858-522-6790
Facsimile: 858-522-6562

Any Party may change its address for notice by written notice given to the other Parties in the
manner provided in this subsection 15.7. Any such communication, notice or demand shall be
deemed to have been duly given or served on the date personally served, if by personal service;
one (1) day after the date of confirmed dispatch, if by electronic communication, or three (3)
days after being placed in the U.S. mail, if mailed.

15.8 Further Acts.

Each Party agrees to perform any further acts and to execute and deliver any documents
that may be reasonably necessary to carry out the provisions of this Agreement.
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15.9 Interpretation.

The provisions of this Agreement shall be construed as to their fair meaning, and not for
or against any Party based upon any attribution to such Party as the source of the language in

question.

15.10 Counterparts.

This Agreement may be executed in any number of counterparts, each of which shall be
deemed an original, but all of which, when taken together, shall constitute one and the same
instrument. The signature page of any counterpart may be detached therefrom without impairing
the legal effect of the signature(s) thereon, provided such signature page is attached to another
counterpart identical thereto, except for having additional signature pages executed by another
Party to this Agreement attached thereto.

15.11 Third Party Beneficiaries

This Agreement, other than with respect to Section 9.2, is made solely for the benefit of
the Parties hereto and their respective successors and assigns. No other person or entity may
have or acquire any right by virtue of this Agreement.

15.12 Additional Parties.

Additional parties may join this agreement only upon the amendment of this agreement
consented to by all the existing Parties.

15.13 Remedies.

Each Party shall have all remedies available at law or in equity to enforce the terms of
this Agreement. The State shall have the power to sue and be sued in any court of competent

jurisdiction.
15.14 Joint Defense.

The Parties and the Authority will cooperate, proceed with reasonable diligence, and use
reasonable best efforts to defend any lawsuit or administrative proceeding challenging the
validity or enforceability of any terms of this Agreement, or any Party’s right to act in
accordance with any of the terms of this Agreement. Each Party will bear its own costs of
participating and representation in any such defense.

15.15 No Waiver of Sovereign Immunity.

Notwithstanding any other provision of this Agreement, nothing herein is intended to
constitute consent by the State of California or any of its departments, agencies, commissions, or
boards to suit in any court described in Article III of the U.S. Constitution. This Agreement shall
not waive, or be interpreted as waiving, the State of California's sovereign immunity under the
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Eleventh Amendment or any other provision of the U.S. Constitution in any present or future
judicial or administrative proceeding.

IN WITNESS WHEREOF the Parties hereto have executed this Agreement on the day
and year hereinafter indicated.

STATE OF CALIFORNIA, acting by and
thro e Department of Kigh and Game
By \[_\ MQ‘
Title

Attest:

By

Approved as to Form and Content:

By

COACHELLA VALLEY WATER

DISTRICT, a Caliform water district
i
By :

L Steven Robbins
Its General Manager/Chief Engineer

Approved as to Form and Content:

REDWIN ]AND SHERRILL

By .~ ' Mlai%u—'zv(.

IMPERIAL IRRIGATION DISTRICT, a
California irzigation district

A=

By, LY
72
i/

1 " DBy AgAT T

inr—

By U/}
ts_ [ Jeeretand

Approved as to Form and Content:

4

By
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SAN DIEGO COUNTY WATER

AUTHORITY
By %&ﬁ;mﬁlﬁ_
ItS (( M’\‘Z_/L_:& » \C}_/VL(\ < QLA
By
Its

Approved as to Eomﬁn 7

mBy T 7 L » N
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EXHIBIT A

SB 654 (MACHADO)
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Senate Bill No. 654

CHAPTER 613

An act to amend Section 12562 of the Water Code, and to amend
Section 1 of Chapter 617 of the Statutes of 2002, relating to water, and
making an appropriation therefor.

[Approved by Governor September 29, 2003. Filed
with Secretary of State September 29, 2003.]

LEGISLATIVE COUNSEL'S DIGEST

SB 654, Machado. Water: Salton Sea: Colorado River.

(1) Existing law appropriates General Fund moneys to, among other
things, line portions of the All American Canal and the Coachella
Branch of the All American Canal. Existing law requires the lining
projects to be completed not later than December 31, 2006, or such later
date as may be required by extraordinary circumstances.

This bill would make legislative findings as to the extraordinary
circumstances that prevent the lining projects from being completed by
December 31, 2006, and would extend the date to December 31, 2008.

(2) Existing law makes legislative findings concerning the Salton Sea
and a Quantification Settlement Agreement, including a finding that
species previously designated as fully protected may be taken during
activities intended to meet the state’s commitment to reduce its use of
Colorado River water, as long as those activities are found to comply
with existing law.

This bill would, instead, make findings permitting the taking
incidental to those activities.

(3) Existing law provides for a California’s Colorado River Water
Use Plan, and for a Quantification Settlement Agreement.

This bill would make a legislative finding and declaration that in order
to resolve conflicts that have prevented the implementation of
California’s Colorado River Water Use Plan it is necessary to provide a
mechanism to implement and allocate environmental mitigation
responsibility between water agencies and the state for the
implementation of the Quantification Settlement Agreement. The bill
would permit the Department of Fish and Game to enter into a joint
powers agreement for the purpose of providing for the payment of costs
for environmental mitigation requirements, and would specify the costs
to be paid by the agencies that are parties to the agreement. By
authorizing the department to enter into the agreement, this bill would
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make an appropriation by authorizing expenditures from the
continuously appropriated Fish and Game Preservation Fund.
(4) This bill would become operative only if SB 277 and SB 317 are
both chaptered and become effective on or before January 1, 2004.
Appropriation: yes.

The people of the State of California do enact as follows:

SECTION 1. Section 12562 of the Water Code is amended to read:

12562. (a) (1) In furtherance of implementing and achieving the
goals of the *““California Plan,” the sum of two hundred million dollars
($200,000,000) in the account shall be used by the director to finance and
arrange for lining portions of the All American Canal and the Coachella
Branch of the All American Canal.

(2) The canal lining projects shall be completed not later than
December 31, 2008, or such later date as may be required by
extraordinary circumstances.

(3) The allocation of the water conserved from the canal lining
projects and to be made available to the Metropolitan Water District of
Southern California shall be consistent with federal law and shall be
determined by an agreement among the Metropolitan Water District of
Southern California, the Imperial Irrigation District, the Palo Verde
Irrigation District, the Coachella Valley Water District, and the San Luis
Rey settlement parties, reached after consultation with the director and
the United States Secretary of the Interior.

(b) (1) The sum of thirty-five million dollars ($35,000,000) from the
account shall be used by the director to finance the installation of
recharge, extraction, and distribution facilities for groundwater
conjunctive use programs necessary to implement the ‘‘California
Plan.”

(2) Water stored in connection with the groundwater conjunctive use
programs described in paragraph (1) shall be for the benefit of the
member public agencies of the Metropolitan Water District of Southern
California.

(3) Nothing in this subdivision limits the ability of the Metropolitan
Water District of Southem Califomia to enter into agreements regarding
the sharing of any water made available under this subdivision.

(c) The Legislature finds that the extension of the date from
December 31, 2006, to December 31, 2008, for completing the canal
project linings under paragraph (2) of subdivision (a) during the 2003
portion of the 2003-04 Regular Session is required due to extraordinary
circumstances. The Legislature finds that there have been unforeseen
construction delays, contract award delays, and changed conditions
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requiring design modifications for lining the All American Canal and the
Coachella Branch of the All American Canal, and that these
circumstances are extraordinary.

SEC. 2. Section 1 of Chapter 617 of the Statutes of 2002 is amended
to read:

Section 1. (a) “Quantification Settlement Agreement” means the
agreement, the provisions of which are substantially described in the
draft Quantification Settlement Agreement (QSA), dated December 12,
2000, and submitted for public review by the Quantification Settlement
Agreement parties, and as it may be amended, and that shall include as
a necessary component the implementation of the Agreement for
Transfer of Conserved Water by and between the Imperial Irrigation
District and the San Diego County Water Authority, dated April 29, 1998
(IID/SDCWA Transfer Agreement), and as it may be amended, and any
QSA-related program that delivers water at the intake of the
Metropolitan Water District of Southemn California’s Colorado River
Aqueduct.

(b) It is the intent of the Legislature to allocate fifty million dollars
($50,000,000) from funds available pursuant to the Water Security,
Clean Drinking Water, Coastal and Beach Protection Act of 2002, if it
is approved by the voters at the statewide general election to be held
November 5, 2002 (Proposition 50), as a minimurn state contribution or
matching contribution for federal funds or funds obtained from other
sources to prepare the restoration study, to assist in the implementation
of the preferred alternative or other related restoration activities,
including the program referred to in paragraph (3) of subdivision (d) of
Section 2081.7 of the Fish and Game Code, at the Salton Sea or the lower
Colorado River, or to assist in the development of a natural community
conservation plan that is consistent with the initiative and that is
implemented to effectuate the QSA.

(c) The Legislature finds that it is important to the state to meet its
commitment to reduce its use of water from the Colorado River to 4.4
million acre-feet per year. The Legislature further finds that it is
important that actions taken to reduce California’s Colorado River water
use are consistent with its commitment to restore the Salton Sea, which
is an important resource for the state. The Legislature further finds that
species previously designated as fully protected may be taken incidental
to activities intended to meet the state’s commitment to reduce its use of
Colorado River water as long as those activities are found to comply with
existing law, including Chapter 1.5 (commencing with Section 2050) of
Division 3 of the Fish and Game Code.

(d) California’s Colorado River Water Use Plan is a framework
developed to allow California to meet its Colorado River needs from
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within its basic annual apportionment. California will be required to
reduce the amount of Colorado River water it uses by up to 800,000
acre-feet per year.

(e) California’s basic apportionment of Colorado River water is 4.4
million acre-feet per year, but until recently, due to the availability of
surplus river water and apportioned but unused water of Nevada and
Arizona, California has used up to 5.2 million acre-feet per year over the
past ten years. About 700,000 acre-feet of this additional water has been
used to fill the Colorado River Aqueduct, which transports water to the
southern California urban coast. Nevada and Arizona are now using, or
are close to using, their full apportionments, and California can no
longer rely on that surplus of water.

(f) The Salton Sea will eventually become too saline to support its
fishery and fish-eating birds unless a restoration plan is adopted and
implemented. The transfer of water from the Imperial Irrigation District
to the San Diego County Water Authority and the other Quantification
Settlement Agreement (QSA) parties pursuant to the QSA could result
in an acceleration of the rate of salinization of the Salton Sea.

(g) Restoration of the Salton Sea is in the state and national interest.
Congress recognized in the Salton Sea Reclamation Act of 1998, Public
Law 105-372, that appropriate federal agencies should offer alternative
restoration options to Congress and the public in order to avoid further
deterioration of the internationally significant habitat and wildlife values
of the Salton Sea and to protect the wide array of economic and social
values that exist in the immediate vicinity of the Salton Sea. The failure
to issue that report in a timely fashion has unnecessarily constrained the
Legislature’s ability to consider fully the costs and benefits of various
options to restoration that should be undertaken at the Salton Sea.

SEC. 3. The Legislature hereby finds and declares that in order to
resolve conflicts that have prevented the implementation of California’s
Colorado River Water Use Plan it is necessary to provide a mechanism
to implement and allocate environmental mitigation responsibility
between water agencies and the state for the implementation of the
Quantification Settlement Agreement, as defined in subdivision (a) of
Section 1 of Chapter 617 of the Statutes of 2002, as follows:

(a) Notwithstanding any other provision of law, the Department of
Fish and Game may enter into a joint powers agreement for the purpose
of providing for the payment of costs for environmental mitigation
requirements. The Director of the Department of Fish and Game or his
or her designee shall chair the authority created by the joint powers
agreement. The joint powers agreement shall include the following
agencies:

(1) Coachella Valley Water District.
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(2) Imperial Irrigation District.

(3) San Diego County Water Authority.

(b) Costs for environmental mitigation requirements shall be
allocated based on an agreement among Imperial Irrigation District, the
Coachella Valley Water District, the San Diego County Water Authority
and the Department of Fish and Game and shall include the following:

(1) Costs up to, and not to exceed, one hundred thirty-three million
dollars ($133,000,000) shall be paid by the Imperial Irrigation District,
the Coachella Valley Water District, and the San Diego County Water
Authority for environmental mitigation requirements. Those costs may
be paid to a joint powers authority established pursuant to this section.
The amount of the obligation established in this paragraph shall be
adjusted for inflation.

(2) Thirty million dollars ($30,000,000) shall be paid by the Imperial
Irrigation District, Coachella Valley Water District, and the San Diego
County Water Authority to the Salton Sea Restoration Fund as provided
in paragraph (6) of subdivision (c) of Section 2081.7 of the Fish and
Game Code. This amount shall be adjusted for inflation.

(c) Except for the requirements of subdivision (c) of Section 2081.7
of the Fish and Game Code, subdivision (f) of Section 1013 of the Water
Code, and the provisions of subdivision (b), no further funding
obligations or in-kind contributions of any kind for restoration of the
Salton Sea shall be required of the Imperial Irrigation District, the
Coachella Valley Water District, the Metropolitan Water District of
Southern California, and the San Diego County Water Authority,
including federal cost-sharing or other federal requirements. Any future
state actions to restore the Salton Sea will be the sole responsibility of
the State of California.

(d) As used in this section, “‘environmental mitigation requirements”
means any measures required as a result of any environmental review
process for activities which are part of the project described in the final
Environmental Impact Report/Environmental Impact Statement for the
Imperial Irrigation District Water Conservation and transfer project
certified by the Imperial Irrigation District on June 28, 2002, as modified
and supplemented by the addendum thereto prepared to assess
subsequent revisions to the Quantification Settlement Agreement, but
excluding measures required to address environmental impacts:

(1) Within the service areas of the Coachella Valley Water District,
other than impacts related to the Salton Sea, the San Diego County Water
Authority, and the Metropolitan Water District of Southern California.

(2) Associated with the All American Canal and the Coachella Canal
Lining Projects, and measures to address socioeconomic impacts.
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(e) As used in this section, “‘environmental review process’’ means
any of the following:

(1) The conducting of any required environmental review or
assessment, or both.

(2) The obtaining of any permit, authorization, opinion, assessment
or agreement.

(3) The study or design of any required mitigation pursuant to the
California Environmental Quality Act, the National Environmental
Protection Act, the Endangered Species Act, the California Endangered
Species Act, the California Water Code, the public trust doctrine, or any
other federal or California environmental resource protection law, or
applicable federal or California regulations regarding their
implementation.

(f) As used in this section, ‘““environmental review process’” does not
include the Lower Colorado River Multi-Species Conservation Program
established by the States of California, Arizona, and Nevada, as it may
address impacts to the Colorado River.

SEC. 4. This act shall become operative only if SB 277 and SB 317
of the 2003-04 Regular Session are both chaptered and become effective
on or before January 1, 2004.
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ENVIRONMENTAL COST SHARING ., FUNDING, AND
HABITAT CONSERVATION PLAN DEVELOPMENT AGREEMENT

This Environmental Cost Sharing, Funding, and Habitat Conservation Plan Development
Agreement ("Agreement") is entered into as of October 10, 2003 ("Agreement Date"), by and
among the COACHELLA VALLEY WATER DISTRICT, a California county water district
("CVWD"); the IMPERIAL IRRIGATION DISTRICT, a California irrigation district ("IID");
and the SAN DIEGO COUNTY WATER AUTHORITY, a California county water authority
("SDCWA") (CVWD, IID, and SDCWA are sometimes referred to individually in this
Agreement as "Party"” and collectively as the "Parties").

RECITALS:

A. IID, MWD and CVWD have entered into the Quantification Settlement
Agreement dated as of October 10, 2003 (the "QSA").

B. D and SDCWA have executed an Agreement for Transfer of Conserved Water
dated April 29, 1998, and various amendments thereto (collectively, the "1998 IID/SDCWA
Transfer Agreement”) subject to environmental review and other conditions, which describes
certain proposed activities involving the conservation of water by IID and the transfer of the
conserved water to SDCWA.

C. IID and SDCWA have entered into an agreement dated January 27, 2000 to share
certain costs related to the environmental review and compliance process and other state and
federal approvals required to satisfy conditions necessary to implement the transactions
described in the 1998 IID/SDCW A Transfer Agreement on the terms set forth therein (as the
same may be amended from time to time, the "IID/SDCWA Cost Sharing Protocol).

D. The State of California has enacted the QSA Legislation as defined in the QSA.

E. The Parties and the State of California have executed the QSA-JPA as defined in
the QSA, which provides, among other things, that Environmental Mitigation Costs for the IID
water budget and certain IID transfers pursuant to the QSA and Related Agreements in excess of
one hundred thirty-three million dollars ($133,000,000) in Effective-Date Dollars shall be the
exclusive responsibility of the State of California so as to ensure compliance with all federal and
state environmental laws, including but not limited to the federal Endangered Species Act,
federal Clean Air Act, and federal Clean Water Act.

NOW, THEREFORE, in consideration of the above recitals and the mutual promises set
forth herein, the Parties hereby agree as follows:

ARTICLE 1
DEFINITIONS

1L.1.  Incorporated Definitions. The terms with initial capital letters that are used in
this Agreement shall have the same meaning as set forth in Section 1.1 of the QSA, as of the
Closing Date of the QSA, unless the context otherwise requires.




1.2.  Additional Definitions. The following terms with initial capital letters shall have
the meaning as set forth below.

(1)  Changed Circumstances. Changes in circumstances affecting a species
or the geographic area covered by the HCP that can reasonably be anticipated by the parties and
that can reasonably be planned for in the HCP (e.g. a fire or other natural catastrophic event in
areas prone to such event.) Changed Circumstances and the planned responses to those
circumstances are described in the Draft HCP.

2) Class A Covered Species. The species identified in Table 1.5-1 of the
Draft HCP, but excluding the 25 species identified in Table 3.9-1 of the Draft HCP.

3) Class B Covered Species. The species identified in Table 3.9-1 of the

Draft HCP.

4) Costs. All out of pocket costs reasonably incurred by a Party for a
specified purpose pursuant to this Agreement, including, but not limited to, financing costs, costs
of the Parties’ staff, contractors, equipment, and real and personal property. The cost of real
property shall be determined by its fair market value as defined in California Code of Civil
Procedure §§ 1263.310 et seq.

(&) Covered Activities. Those activities described as Covered Activities in
the Draft HCP.

(6)  Covered Species. Class A Covered Species and Class B Covered

Species.
@) Decision Date. October 10, 2003.

(8)  Draft HCP. The draft Habitat Conservation Plan dated June 2002 and
included in the Final EIR/EIS for the IID Water Conservation and Transfer Project, as certified
by the IID Board on June 28, 2002.

9) Environmental Litigation Costs. All Costs reasonably incurred by any
Party to defend any litigation involving transactions contemplated by the 1998 [ID/SDCWA
Transfer Agreement and the ID/CVWD Acquisition Agreement that challenges in whole or in
part compliance with applicable environmental laws and regulations or any permit, appraisal,
authorization, opinion, assessment or agreement pursuant to any other federal or any state
resource protection law or applicable federal or state regulation implementing same.

(10) Environmental Mitigation Costs. All Costs reasonably incurred by any
Party to satisfy the Environmental Mitigation Requirements. Reasonable attorneys' fees incurred
for legal services related to the financing of environmental mitigation expenses shall be included
as Mitigation Costs, but no other attorneys' fees incurred by any Party shall be included.

(11) Environmental Mitigation Requirements. Any measure required as a
result of any Environmental Review Process for activities which are part of or in furtherance of
the 1998 IID/SDCWA Transfer Agreement and the IID/CVWD Acquisition Agreement or the




Project described in the Final EIR/EIS for the IID Water Conservation and Transfer Project,
certified by IID on June 28, 2002, as modified and supplemented by the Addendum thereto dated
September 2003, but still including the Draft HCP, the HCP Mitigation Requirements, the
transfer of up to 145 KAF in the aggregate as an Interim Surplus Backfill as referenced in the
IID/DWR Transfer Agreement, and including the arrangement for ensuring adequate funding to
pay for all required measures, but excluding activities and Costs incurred to address:

1) Environmental impacts within the CVWD, and SDCWA service
areas other than impacts related to the Salton Sea within the CVWD service area;

(i)  Environmental impacts associated with the All-American Canal
and the Coachella Canal lining projects;

(iii)  Environmental impacts associated with the Lower Colorado River,
other than impacts that are attributable to the transfer of Conserved Water from IID to
SDCWA pursuant to the 1998 IID/SDCWA Transfer Agreement; and

(iv)  Any socioeconomic impacts.

(12) Environmental Review Costs. All Costs, including attoreys’ fees,
reasonably incurred by any Party in connection with any Environmental Review Process.
Environmental Review Costs incurred prior to the Agreement Date shall be governed by Section
3.1 and shall not be included in Environmental Mitigation Costs.

(13) Environmental Review Process. Any process:

@ To conduct environmental review and/or assessment required
under CEQA, NEPA and applicable federal, state and agency regulations implementing
those statutes;

(il)  To obtain any permit, approval, authorization, opinion, assessment
or agreement pursuant to the Endangered Species Act (“ESA”), the California
Endangered Species Act (“CESA”), the Natural Community Conservation Planning Act
("NCCPA™"), the state and federal air quality laws, the California Water Code, the public
trust doctrine, or any other federal or state environmental resource protection law or
applicable federal or state regulations implementing same; and/or

(iii)  To study and/or design any mitigation required to comply with
CEQA, NEPA, ESA, CESA, NCCPA, the state and federal air quality laws, the
California Water Code, or any other federal or state resource protection law or applicable
federal or state regulations implementing same;

(iv)  But not the Lower Colorado River Multi-Species Conservation
Program among the States of California, Arizona and Nevada.

(14) Expected Environmental Mitigation Costs. The estimated present value
costs of satisfying the Environmental Mitigation Requirements, which are stated and described in
Exhibit A, attached hereto.




(15) Expected HCP Mitigation Costs. That portion of the Expected
Environmental Mitigation Costs attributable to the HCP Mitigation Requirements, such Costs
being described in Exhibit A.

(16) HCP Mitigation Requirements. All Environmental Mitigation
Requirements described in Exhibit B attached hereto, and any modified or additional mitigation
requirements that may be created pursuant to the HCP described in Section 5 herein. HCP
Mitigation Requirements include, but are not limited to, actions to avoid, reduce, minimize,
mitigate, or compensate for impacts on Covered Species and their habitat, and also actions to
enhance the survival or recovery of the Covered Species.

(17)  Parties’ Funds. Funds required to be provided by the Parties to the QSA-
JPA for Environmental Mitigation Requirements in the amounts set forth on Exhibit E.

(18)  Permits. Collectively, incidental take permits issued by the U.S. Fish and
Wildlife Service pursuant to 16 U.S.C. Section 1539(a)(1)(B) and by the California Department
of Fish and Game pursuant to Fish and Game Code Sections 2081 and 2835.

(19) Permit Effective Date. The date the Permits take effect under applicable
laws and regulations.

(20) Remaining Environmental Mitigation Costs. Environmental
Mitigation Costs in excess of such Costs paid by the Parties’ Funds.

(21) Resource Approval Requirements. The respective actions and
responsibilities of the Parties, as lead agency or otherwise, undertaken in connection with the
Resource Approvals contemplated by Section 6.2(2)(ii) of the QSA.

(22) Review Requirements. The Environmental Review and assessments
undertaken by the respective Parties, as lead agency or otherwise.

(23)  State Obligation. The amount, if any, of the Environmental Mitigation
Costs required to be paid by the State of California pursuant to the QSA-JPA. The Parties
understand the State Obligation to be an unconditional contractual obligation of the State of
California not dependent on any further State action, and are relying on the State Obligation in
order to comply with the extensive state and federal requirements that mandate Environmental
Mitigation Requirements. In addition, the Parties are relying on the State Obligation in making
contracts with third parties, including without limitation, landowners and farmers in the Imperial
Valley who will be entering contracts to produce conserved water.

(24) State Loan Guarantee. A binding commitment by the California
Infrastructure & Economic Development Bank to unconditionally guarantee the repayment in
full of any outstanding debt incurred by the IID to fund capital improvements for the creation of
Conserved Water provided for under the QSA and its Related Agreements, in an amount not to
exceed One Hundred Fifty Million Dollars ($150,000,000) in 2003 dollars, in the event that the
QSA term ends prior to Year 45 of the QSA or, in lieu of an unconditional guarantee, a
reasonable economic equivalent. Such guarantee shall be without any rights of recourse,
subrogation, reimbursement, contribution or indemnity against the IID.




(25) Unexpected Environmental Mitigation Costs. Any Costs required for
satisfaction of Environmental Mitigation Requirements that exceed Expected Environmental
Mitigation Costs.

(26) Unexpected HCP Mitigation Costs. Any Costs required for satisfaction
of HCP Mitigation Requirements that exceed Expected HCP Mitigation Costs.

(27) Unforeseen Circumstances. Changes in circumstances affecting a
species or geographic area covered by the HCP that could not reasonably have been anticipated
by IID at the time of the preparation of the Draft HCP.

(28) Wildlife Agencies. Collectively, the U.S. Fish and Wildlife Service
("USFWS") and the California Department of Fish and Game ("CDFG").

1.3.  Rules of Construction and Word Usage. Unless the context clearly requires
otherwise:

(N The Recitals to this Agreement are a part of this Agreement to the same
extent as the Articles;

2) The Exhibits attached to this Agreement are incorporated by reference and
are to be considered part of the terms of this Agreement;

(3)  The plural and singular numbers include the other;

@ The masculine, feminine, and neuter genders include the others;
5) "Shall,” "will," "must," and "agrees" are each mandatory;

6) "May" is permissive;

(7 "May not" is prohibitory;

(8) "Or" is not exclusive;

9 "Includes"” and "including” are not limiting;

(10) "Between" includes the ends of the identified range; and

(11)  "Person” includes any natural person or legal entity.

ARTICLE 2
ENVIRONMENTAL MITIGATION MANAGEMENT

2.1. Ongoing Review Requirements. The Parties will cooperate and consult with

one another with a view to assuring the timely and proper completion of all environmental
reviews and assessments.
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2.2. Ongoing Resource Approval Requirements.

(1)  Primary Responsibility. After the Agreement Date, each Party serving
as a lead agency, co-lead agency, applicant, petitioner or otherwise in a position of authority and
responsibility with respect to any resource approval shall obtain the prior consent of the other
Parties (which consent may not be unreasonably withheld) before entering into a binding
agreement with any person, including a Party, which contains terms and conditions pertaining to
such approval requiring the incurrence of significant Environmental Mitigation Costs that will be
funded or reimbursed pursuant to this Agreement.

(2) Cooperation and Consultation. The Parties will cooperate and consult
with one another, as appropriate, with a view to assuring the timely acquisition of all resource
approvals.

2.3. Mitigation Implementation Measures.

(1) Primary Responsibility. Each Party serving as a lead agency, co-lead
' agency, applicant, petitioner or otherwise in a position of authority and responsibility with
respect to the acquisition, construction or carrying out of Environmental Mitigation
Requirements that will result in Environmental Mitigation Costs that will be funded or
reimbursed pursuant to this Agreement shall exercise due care and prudence in the making of
any decision and the performance of any activity relating to such measures.

2) Cooperation and Consultation. The Parties will cooperate and consult
with one another, as appropriate, with a view to assuring the timely and proper implementation
of all Environmental Mitigation Requirements described in Section 2.3(1) at a reasonable cost
consistent with the Parties’ interests in minimizing their respective obligations under this
Agreement and the public interest.

ARTICLE 3
ENVIRONMENTAL REVIEW AND LITIGATION COSTS

3.1. Environmental Review Costs. Within thirty (30) days after the Agreement Date,
CVWD shall pay IID Two Hundred Thousand Dollars ($200,000). Except for the foregoing, and
except as otherwise provided for in this Agreement or as a Party and one or more of the other
Parties may otherwise agree under the IID/SDCWA Cost Sharing Protocol or under any other
cost sharing protocol or similar written arrangement, each Party shall bear its own Environmental
Review Costs incurred prior to or after the Effective Date.

3.2. Environmental Litigation Costs. It is contemplated that the Parties will join in
the defense of any environmental litigation pertaining to the 1998 IID/SDCWA Transfer
Agreement and the IID/CVWD Acquisition Agreement. Each Party shall bear its own
Environmental Litigation Costs incurred in connection with any such defense, except as such
Party may otherwise agree pursuant to a joint defense agreement between or among one or more
of the other Parties pertaining to any such defense and specifying the respective responsibilities
of the parties to such agreement, including any cost-sharing with respect thereto.




3.3. Federal Agency Reimbursement Claims. If BOR, the USFWS, or any other
federal agency request the Parties to reimburse it for any of its costs in consulting, participating
in, or conducting an environmental assessment, or any part thereof, with respect to the Review
Requirements or Resource Approval Requirements, and if the Parties agree to the request, then
the Parties will share and pay such requested reimbursement as follows: thirty-three percent
(33%) by IID, thirty-three percent (33%) by CVWD, and thirty-three percent (33%) by SDCWA.
Each Party shall pay its share of any such requested reimbursement directly to the requesting
agency and shall notify the other Parties of the date and amount of such payment. This Section
shall not apply to reimbursement requests arising out of: (i) environmental impacts within the
CVWD (other than Pupfish Conservation Measures 1, 2, and 3 outlined in the December 18,
2002 Biological Opinion issued by the USFWS) and SDCWA service areas; (ii) environmental
impacts associated with the All-American Canal and the Coachella Canal lining projects;

(111) environmental impacts associated with the Lower Colorado River; and (iv) any
socloeconomic impacts.

34. California Agency Reimbursement Claims. If the CDFG, or any other
California State agency, requests the Parties to reimburse it for any of its costs in consulting,
participating in, or conducting an environmental assessment, or any part thereof, with respect to
the Review Requirements, or Resource Approval Requirements, and if the Parties agree to the
request, then the Parties will share and pay such requested reimbursement as follows: thirty-
three percent (33%) by IID, thirty-three percent (33%) by CVWD, and thirty-three percent (33%)
by SDCWA. Each Party shall pay its share of any such requested reimbursement directly to the
requesting agency and shall notify the other Parties of the date and amount of such payment.
This Section shall not apply to reimbursement requests arising out of: (i) environmental impacts
within the CVWD (other than Pupfish Conservation Measures 1, 2, and 3 outlined in the
December 18, 2002 Biological Opinion issued by the USFWS) and SDCWA service areas;

(i1) environmental impacts associated with the All-American Canal and the Coachella Canal
lining projects; (iii) environmental impacts associated with the Lower Colorado River; and
(iv) any socioeconomic impacts.

ARTICLE 4
ENVIRONMENTAL MITIGATION COSTS

4.1. Allocation of Environmental Mitigation Costs.

(1) In General. Environmental Mitigation Costs shall be paid to the QSA-
JPA from the Parties’ Funds in the amounts set forth in Exhibit D and on the schedules attached
as exhibits to the QSA-JPA.

(2) 11D Contribution. IID’s total payments of Environmental Mitigation
Costs shall not exceed Thirty Million Dollars ($30,000,000), as described in the 1998
IID/SDCW A Transfer Agreement, as amended as of the Closing Date of the QSA, and paid on
the schedule attached to the QSA-JPA. IID shall also pay to the QSA-JPA the Settlement and
Efficiency Opportunity Payment as required pursuant to the 1998 IID/SDCW A Transfer
Agreement and IID/CVWD Acquisition Agreement on the schedule attached to the QSA-JPA.




3 Conditions Precedent. As of the Closing Date, a binding commitment
for the State Loan Guarantee in a form acceptable to the IID, and a binding commitment for the
State Obligations in a form acceptable to the Parties shall have been obtained.

4.2. Payment of Unexpected and Remaining Environmental Mitigation Costs.

(1) Unexpected Environmental Mitigation Costs. Unexpected
Environmental Mitigation Costs shall first be paid from any available Parties’ Funds, and then
from the State Obligation.

(2) Remaining Environmental Mitigation Costs. In the event that the State
determines that the costs of Remaining Environmental Mitigation Costs during the term of the
1998 IID/SDCWA Transfer Agreement and the [ID/CVWD Acquisition Agreement under this
Section 4.2(2) would be reduced if modifications were made to IID’s operations, then IID shall
make such modifications, provided that, with respect to each such modification:

(1) IID has approved the modification, which approval shall not be
unreasonably withheld;

(1)  The modification has been approved by the Wildlife Agencies and
all governmental permits and approvals required to implement the modification have
been obtained;

(ii1)  The modification is capable of reasonable implementation in
compliance with all applicable laws;

(iv)  The cost of such modification, including, but not limited to, the
cost of processing any required governmental permits and approvals, the cost of
processing any necessary environmental review, and the cost of implementing any
mitigation measures required as a result of environmental review or any governmental
permit or approval, shall be deemed included in Expected, Unexpected or Remaining
Unexpected Mitigation Costs;

v) The modification does not require any new fallowing, or the
continuation of any existing fallowing, or any request for water deliveries, or the use of
different crops, different acreage, a different amount of acreage or different farming
methods, or the like; and

(vi)  If the modification involves terminating or reducing the operation
of a capital project, the affected owner/operator (IID or a farmer) can reasonably return to
operations or farming as it existed prior to the installation of the capital project.
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4.3. Payment and Reimbursement of Environmental Mitigation Costs, as
Incurred.

(1) In General. Each Party will maintain proper accounting records detailing
the Environmental Mitigation Costs paid by it to the QSA-JPA. Except as may otherwise be
agreed by the Parties, indirect costs shall not be counted as incurred costs. For purposes of this
Agreement, “indirect costs” include, but are not limited to, overhead costs, losses of revenue
from any source and other opportunity costs of any kind.

2) Quantification of Incurred Costs. Each Party will provide to the other
Parties within 30 days after the end of each calendar quarter a detailed report setting forth the
Environmental Mitigation Costs paid by it during such quarter. The form of such report will be
as agreed from time to time by the Parties. Each such report will be subject to audit and
verification by any Party, at that Party’s expense.

3) Costs In the Event of Termination. If the 1998 IID/SDCW A Transfer
Agreement and/or the IID/CVWD Acquisition Agreement are terminated, the obligation of the
Parties' Funds and of the State to pay for Environmental Mitigation Costs and Remaining
Environmental Mitigation Costs attributable to the impacts caused by the Conserved Water
transferred or acquired during the term of the 1998 IID/SDCW A Transfer Agreement and/or the
IID/CVWD Acquisition Agreement shall continue as long as Environmental Mitigation is
necessary to mitigate any continuing impacts that last beyond termination.

)] In the event that the State determines that the costs of Remaining
Environmental Mitigation Costs after termination of the 1998 [ID/SDCW A Transfer Agreement
and/or the IID/CVWD Acquisition Agreement under this Section 4.3(4) would be reduced if
modification were made to IID’s operations or to the operations of a farmer within IID’s service
area, then IID shall make such modifications, provided that, with respect to each such
modification:

(1) IID has approved the modification, which approval shall not be
unreasonably withheld;

(i)  The modification has been approved by Wildlife Agencies and all
governmental permits and approvals required to implement the modification have been
obtained;

(iti)  The modification is capable of reasonable implementation in
compliance with all applicable laws;

(iv)  The cost of such modification, including, but not limited to, the
cost of processing any required governmental permits and approvals, the cost of
processing any necessary environmental review, and the cost of implementing any
mitigation measures required as a result of environmental review or any governmental
permit or approval, shall be deemed included in Remaining Mitigation Costs;

(v)  The modification does not require any new fallowing, or the
continuation of any existing fallowing, or any request for water deliveries, or the use of



different crops, different acreage, a different amount of acreage or different farming
methods, or the like; and

(vi)  If the modification involves terminating or reducing the operation
of a capital project, the affected owner/operator (IID or a farmer) can reasonably return to
operations or farming as it existed prior to the installation of the capital project.

In the event that the State determines that the costs referred to in the preceding paragraph
could be reduced through modification of the operations of a farmer within the IID service area,
the State shall notify IID of the estimated amount of such reduction in costs and shall request that
IID request that the farmer take such action and/or modify operations so as to reduce said costs.
IID shall thereupon determine whether the requested modification meets the requirements of
subparagraphs (i) through (vi) of the preceding paragraph and if it does, shall request that the
farmer undertake such modifications. If the farmer fails to undertake such modifications, the
State shall not be obligated to pay any such costs to the extent that the requirement for such
mitigation could be avoided or reduced by the requested changes.

ARTICLE 5
HABITAT CONSERVATION PLAN

5.1. Approval of HCP. Commencing with the Agreement Date, SDCWA and
CVWD, in consultation and collaboration with IID, shall use their best efforts to cause the
USFWS and the CDFG to approve, prior to December 31, 2006, a habitat conservation
plan/natural community conservation plan (“HCP”) and related Permits which satisfy all of the
standards and criteria described in Section 5.2. The obligation to utilize such best efforts shall
continue except to the extent that coverage of a species is deemed infeasible pursuant to Section
5.4 below. "Best efforts” means the prudent, diligent and good-faith efforts of SDCWA and
CVWD to secure the HCP and related Permits as a fiduciary for the benefit of IID, but shall not
require the expenditure by SDCWA and CVWD together of more than Five Million Dollars
($5,000,000) in 2002 dollars to fund third-party consultants tasked with developing the HCP. .
CVWD shall not be required to commit its staff and in-house resources in excess of two qualified
employee equivalents.

5.2. HCP Standards and Criteria. The HCP and the Permits shall:

(1) Comply with all applicable requirements of the ESA, CESA and Natural
Community Conservation Planning Act;

(2)  Provide IID with the authority to implement the Covered Activities in
compliance with ESA and CESA,;

3) Provide IID with the authority to take the Covered Species incidental to
the Covered Activities pursuant to ESA and CESA. Such take authority shall become effective
no later than (i) the Permit Effective Date with regard to any Covered Species that is listed as an
endangered species or threatened species under ESA as of the Permit Effective Date, (ii) the
Permit Effective Date with regard to any Covered Species that is listed as a candidate species,
threatened species or endangered species pursuant to CESA as of the Permit Effective Date, (iii)
immediately upon the listing (and without further action or approval by USFWS) of any other
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Covered Species as a threatened species or endangered species pursuant to ESA after the Permit
Effective Date, and (iv) immediately upon the listing (and without any further approval action or
approval by CDFG) of any Covered Species that is listed as a candidate species, threatened
species or endangered species pursuant to CESA after the Permit Effective Date;

@) Have a term of years not less than forty-five (45) years from the Permit
Effective Date, except that coverage for the white pelican, black skimmer, and double-crested
cormorant may be limited to a term of fifteen (15) years from the Permit Effective Date;

5) Not impose on IID, or otherwise require IID to fund, support or
implement, any Environmental Mitigation Requirements other than the HCP Mitigation
Requirements described on Exhibit A. In no event shall IID be obligated to pay for any Costs of
complying with or implementing the HCP or complying with the Permits, in excess of
Section 4.1(2) or other limitation on IID’s obligation to pay for mitigation costs.

©6) Include an Implementation Agreement among IID and the Wildlife
Agencies that describes the rights and obligations of IID and the Wildlife Agencies with regard
to the implementation of the HCP. The Implementation Agreement shall, at a minimum, include
the following covenants in a form that is valid, binding and enforceable by IID:

(1) In the event of Unforeseen Circumstances, USFWS and CDFG
will not require from IID the commitment of additional land, water, or financial
compensation or additional restrictions on the use of land, water, or other natural
resources with regard to the impacts of the Covered Activities on the Covered Species;

(1)  Except for the HCP Mitigation Requirements described on
Exhibit A, no limitations or restrictions shall be imposed on IID, either directly or
indirectly, by USFWS or CDFG with regard to the impacts of the Covered Activities on
the Covered Species or with regard to the impacts on the Covered Species attributable to
Changed Circumstances;

(itf)  USFWS shall agree that the Section 10(a) Permit shall constitute a
Special Purpose Permit under 50 CFR section 21.27, for the take of all Covered Species
identified at 50 CFR section 10.13, excluding bald eagles which are listed under ESA as
of the Effective Date. The Special Purpose Permit shall be valid for a period of three (3)
years from its Effective Date, provided the Section 10(a) Permit remains in effect for
such period. The Special Purpose Permit shall be renewed, provided the IID remains in
compliance with the terms of the Implementation Agreement and the Section 10(a)
Permit. Each such renewal shall be valid for a period of three years, provided that the
Section 10(a) Permit remains in effect for such period. USFWS will not refer the
incidental take of any bald eagle, Haliaeetus leucocephalus, for prosecution under the
Migratory Bird Treaty Act of 1918, as amended (16 U.S.C. §§ 703-712), or the Bald and
Golden Eagle Protection Act of 1940, as amended (16 U.S.C. §§ 668-668d), if such take
is in compliance with the Mitigation Requirements;

(iv)  Inany consultation that may be required or processed pursuant to
Section 7 of ESA (16 U.S.C. section 1536(a) with regard to the Covered Activities
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analyzed in the ESA intra-Service Section 7 consultation for the HCP, the USFWS shall,
to the maximum extent appropriate and permitted by law, rely upon, and utilize, the ESA
biological opinion completed with regard to analysis of the HCP and, if appropriate,
programmatic Section 7 opinions governing Covered Species;

(v) In the event that a critical habitat determination is made for any
Covered Species, no additional Mitigation shall be required of IID that is in addition to
the Mitigation Requirements; and.

(vi)  Neither USFWS or CDFG shall suspend or revoke any of the
Permits without first conducting a formal adjudicatory hearing substantially in
accordance with the procedures applicable to hearings conducted pursuant to Sections
554-556 of the federal Administrative Procedure Act to the extent permitted by
applicable law.

@) Be authorized by complete and final environmental documentation
pursuant to CEQA and NEPA.

5.3. Exceptions. Notwithstanding the provisions of Sections 5.1 and 5.2, above,
SDCWA and CVWD shall not be required to provide coverage under the HCP for certain
Covered Species if such coverage is deemed infeasible. Coverage shall be deemed infeasible
under the following circumstances:

)] As to Class B Covered Species, if, as of June 1, 2005, despite the best
efforts of SDCWA and CVWD (i) the Wildlife Agencies determine (by final agency action) that
coverage of a species or the provisions of coverage of a species is prohibited by ESA or CESA,
or (i) SDCWA and CVWD reasonably determine that the Cost of such coverage or the
provisions of such coverage, when combined with all other Expected HCP Mitigation Costs (as
adjusted to reflect any then-identifiable actual Costs or updated estimates), will exceed the
Expected HCP Mitigation Costs;

(2) As to Class A Covered Species, SDCWA and CVWD shall have utilized
their continuous best efforts until December 31, 2005, to obtain coverage for such species, but (i)
the Wildlife Agencies have determined (by final agency action) as of December 31, 2006, that
coverage of a species or the provisions of coverage of a species is prohibited by ESA or CESA,
or (i) SDCWA and CVWD reasonably determine that the Cost of such coverage or the
provisions of such coverage, when combined with all other Expected HCP Mitigation Costs (as
adjusted to reflect any then-identifiable actual Costs or updated estimates), will exceed the total
amount of Expected HCP Mitigation Costs described in Exhibit A. In the event that IID is
relieved of all obligations under applicable law and regulation to undertake some portion of the
HCP Mitigation Requirements described in Exhibit B, the amount of Expected HCP Mitigation
Costs for purposes of this Section 5.3 shall be adjusted to reflect any change in said
requirements.

5.4. Revival of Efforts. In the event that coverage of a Class A or Class B Covered
Species is deemed infeasible as of December 31, 2006, and June 1, 2005, respectively, pursuant
to subsection 5.3(i) and (i1) above, and if new information becomes available which indicates




that approval of coverage of that species by the Wildlife Agencies is feasible and within the
budget of Expected HCP Mitigation Costs (as adjusted to reflect any then-identifiable actual
Costs or updated estimates), SDCWA and CVWD shall revive their best efforts to obtain
coverage for that species.

5.5. Modifications to IID Operations. In the event that SDCWA and CVWD
determine that the cost of satisfying the requirements of subsections 5.1 and 5.2, above, would be
reduced if modifications were made to IID’s operations, then IID shall make such modifications,
provided that, with respect to each such modification:

(1) IID has approved the modification, which approval shall not be
unreasonably withheld;

(i)  The modification has been approved by USFWS and CDFG and all
governmental permits and approvals required to implement the modification have been
obtained;

(1i1)  The modification is capable of reasonable implementation in
compliance with all applicable laws;

(iv)  The cost of such modification, including, but not limited to, the
cost of processing any required governmental permits and approvals, the cost of
processing any necessary environmental review, and the cost of implementing any
mitigation measures required as a result of environmental review or any governmental
permit or approval, shall be deemed included in Expected HCP Mitigation Costs;

(v) The modification does not require a change in operations by any
individual farmer(s);

(vi)  The modification does not require any new fallowing, or the
continuation of any existing fallowing, or any request for water deliveries, or the use of
different crops, different acreage, a different amount of acreage or different farming
methods, or the like; and

(vii)  If the modification involves terminating or reducing the operation
of a capital project, then the affected owner/operator (IID or a farmer) has reasonably
determined that the termination/reduction will not adversely affect its operations or
farming, compared to conditions prior to the termination/reduction of operations.

5.6. Breach of Agreement. Any failure of the IID, SDCWA or CVWD to satisfy its
respective obligations described in this Article 5 shall constitute a material breach of this
Agreement. The Parties shall utilize the procedures of Sections 7.1 and 7.3 to resolve any
dispute regarding the existence of a material breach under this Section.

5.7.  Compliance with Laws. IID shall have the right, at any time during the term of
the 1998 IID/SDCWA Transfer Agreement and the IID/CVWD Acquisition Agreement, to cease
any activity if IID, acting in good faith and after receiving a written notification or warning,
determines that continuation of such activity will: (i) violate ESA, CESA, any regulations or
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orders promulgated pursuant thereto, the terms and conditions of any ESA or CESA permit,
approval or agreement; or (ii) otherwise violate applicable state, federal or local laws, ordinances
or regulations, unless IID is immune from such liability pursuant to statute. Prior to making such
determination, if circumstances permit, IID shall consult with the other Parties to this Agreement
and with the Wildlife Agencies, and other agency with the authority to enforce the statute,
regulation, permit, order or approval that is the subject of the proposed IID determination. IID
shall not cease the activity if the agency with jurisdiction to enforce the applicable statute,
regulation, permit, order or approval, provides IID with adequate assurances, in writing, that the
continuation of the activity will not violate the applicable statute, regulation, permit, order or
approval. IID must utilize a substitute activity for the ceased activity, if such substitute is
environmentally, physically and economically available. Any additional costs for the substitute
activity shall be treated as an Unexpected HCP Mitigation Cost.

ARTICLE 6
CONTRACT ADMINISTRATION

6.1. Contract Managers.

(D Designation of Contract Managers. In order to facilitate and implement
this Agreement, the contract manager designated by each Party herein shall be responsible for
managing and implementing that Party’s performance hereunder. Any Party may change its
designated contract manager at any time by prior written notice to the other Parties. The initial
contract managers are:

For CVWD: Steve Robbins
For IID: Tina A. Shields
For SDCWA: Larry Purcell

) Communications. All correspondence, notices or other matters related to
this Agreement, including payments, shall be directed to the appropriate contract manager
designated above.

€)) Administrative Protocols. The contract managers will develop and
amend from time to time written administrative protocols, subject in each case to the approval of
the Parties or their delegates.

ARTICLE 7
DISPUTES

7.1.  Disputes Among or Between the Parties. The Parties or their delegates shall
seek to resolve any dispute concerning the interpretation or implementation of this Agreement
through negotiation involving, as and when appropriate, the general manager or chief executive
officer of each of the Parties. Any unresolved dispute among or between CVWD, IID and/or
SDCWA under Atrticles 4 and S of this Agreement shall be resolved pursuant to Section 7.3.
Any other unresolved dispute among or between Parties under this Agreement shall be resolved
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by litigation pursuant to Section 7.2. The Parties consent to suit in Federal court to enforce the
terms of this Agreement.

7.2.  Action or Proceeding Between the Parties. Each Party acknowledges that it is a
"local agency" within the meaning of § 394(c) of the California Code of Civil Procedure
("CCP"). Each Party further acknowledges that any action or proceeding commenced by one
Party against the other would, under § 394(a) of the CCP, as a matter of law be subject to being
transferred to a "Neutral County,” or instead, having a disinterested judge from a Neutral County
assigned by the Chairman of the Judicial Council to hear the action or proceeding. Each party
therefore:

1) Stipulates to the action or proceeding being transferred to a Neutral
County or to having a disinterested judge from a Neutral County assigned to hear the action or
proceeding;

2) Waives the usual notice required under the law-and-motion provisions of
Rule 317 of the California Rules of Court;

3) Consents to having any motion under § 394(c) heard with notice as an ex
parte matter under Rule 379 of the California Rules of Court; and

“) Acknowledges that this Agreement, and in particular this section, may be
submitted to the court as part of the moving papers.

Nothing in this section, however, impairs or limits the ability of a Party to contest the
suitability of any particular county to serve as a Neutral County.

7.3.  Resolution of Arbitration Disputes. Disputes among or between Parties under
Articles 4 and 5 of this Agreement shall be resolved pursuant to the provisions of this Article.

1) Any dispute which cannot be resolved by consensual agreement shall be
resolved through binding arbitration by a panel of arbitrators in an arbitration proceeding
conducted in a Neutral County, or such other location as the Parties may agree. Arbitration
proceedings may be initiated by any Party sending a demand for arbitration to the other Parties in
conformance with the Notice provisions of this Agreement. The Parties shall impanel a group of
three (3) arbitrators by each selecting an arbitrator of its choice who shall then select the third
(3rd) member of the panel. At least one of the arbitrators must be a person who has actively
engaged in the practice of law with expertise deciding disputes and interpreting contracts. Prior
to the commencement of proceedings, the appointed arbitrators will take an oath of impartiality.
The Parties shall use their reasonable best efforts to have the arbitration proceeding concluded
within ninety (90) Business Days.

(2) In rendering their determination, the arbitrators shall determine the rights
and obligations of the Parties according to the substantive and procedural laws of California. All
discovery shall be governed by the CCP with all applicable time periods for notice and
scheduling provided therein being reduced by one-half (2). The arbitrators may establish other
discovery limitations or rules. The arbitration process will otherwise be governed by the
Commercial Arbitration Rules of the American Arbitration Association. All issues regarding
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compliance with discovery requests shall be decided by the arbitrators. A decision by two (2) of
three (3) arbitrators will be deemed the arbitration decision. The arbitration decision shall be in
writing and shall specify the factual and legal bases for the decision. The decision of such
arbitrators shall be final and binding upon the parties, and judgment upon the decision rendered
by the arbitration may be entered in the Neutral County superior court.

3) The costs (including, but not limited to, reasonable fees and expenses of
counsel and expert or consultant fees and costs), incurred in an arbitration (including the costs to
enforce or preserve the decision) shall be borne by the Party(ies) against whom the decision is
rendered. If the decision is not clearly against one Party on one or more issues, each Party shall
bear its own costs. The arbitration decision shall identify whether any Party shall be responsible
for the costs of the other Party(ies).

ARTICLE 8
GENERAL PROVISIONS

8.1. Term. This Agreement shall commence as of the Closing Date and shall
terminate on the Termination Date, except that the requirements of Section 4.3(5) shall survive
the Termination Date.

8.2. Amendment. This Agreement may be amended only by a written instrument
signed by the IID, SDCWA and CVWD.

8.3. Attorneys’ Fees. If any Party commences a legal proceeding for any relief
against any other Party to this Agreement arising out of this Agreement, the losing Party shall
pay the prevailing Party’s legal costs and expenses, including, but not limited to, reasonable
attorneys’ fees and court costs, except as may otherwise be specified in the decision or order
entered in said proceeding.

8.4.  Authority. Each Party represents and warrants that: (i) it has the requisite
power and authority to enter into and perform its obligations under this Agreement; (ii) the
individuals executing this Agreement on its behalf are the duly authorized agents of such Party
and are authorized to do so under the Party’s governing documents; and (iii) the terms of this
Agreement are binding upon and enforceable against such Party in accordance with its terms.

8.5. Counterparts. This Agreement may be executed in two or more counterparts,
each of which shall be deemed an original, but both of which, taken together, shall constitute one
and the same Agreement after each party has signed such a counterpart.
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8.6.  Effective Date. This Agreement shall be effective on the Effective Date of the

QSA.

IN WITNESS WHEREOF, the parties have executed this Agreement effective as of the
Date first written above.

"CVWD" COACHELLA VALLEY WATER DISTRICT

By:

Title:

"IID" IMPERIAL IRRIGATION DISTRICT

"SDCWA™" SAN DIEGO COUNTY WATER AUTHORITY

By:

Title:
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EXHIBIT B
HCP Mitigation Requirements

The HCP Mitigation Requirements include the following measures and requirements, all
as described in greater detail in the June 2002 Draft HCP and the December 18, 2002
Biological Opinion issued by the U.S. Fish and Wildlife Service, as applicable:

June 2002 Draft HCP:
General — 1
General - 2

Salton Sea -2

Salton Sea — 3, except that the survey of the areas designated as shoreline strand and
adjacent wetland shall commence in 2018.

Tree Habitat — 1; Tree Habitat - 2; Tree Habitat — 3
Drain Habitat — 1; Drain Habitat — 2; Drain Habitat — 3

Desert Habitat - 1; Desert Habitat — 2; Desert Habitat — 3; Desert Habitat — 4; Desert
Habitat - 5

Owl - 1; Owl - 2; Owl - 3; Owl —4; Owl — 5; Owl - 6; Owl — 7; Owl-8; Owl-9
Pupfish -1; Pupfish —2; Pupfish — 3; Pupfish — 4; Pupfish — 5; Pupfish —6;
Razorback Suckers — 1

Agriculture — 1; Agriculture — 2

Other Species - 1

Other Species — 2

The monitoring and adaptive management requirements described in Chapter 4 of the
Draft HCP.

2002 Biological Opinion

The 15-Year Minimization Plan described on page 17-18 of the December 18, 2002
Biological Opinion issued by the U.S. Fish and Wildlife Service

Pupfish Conservation Measure 2
Willow Flycatcher Conservation Measures 1, 2, 3, and 4

Brown Pelican Conservation Measure 2

570773/10/9/03



Exhibit D

Use of Party Funds
Expenditure Millions (present
value as of 2003)
Environmental Mitigation Requirements
Salinity Control of Salton Sea $50.0
Other Environmental Mitigation Requirements $83.0
Total Environmental Mitigation Requirements $133.0

586445.01/SD
14161-002/9-28-03/dlo/cas




Exhibit E

Party Commitments to Fund Environmental Mitigation Costs

Party Amount
(present value as of 2003)
Imperial Irrigation District $44,061,350
Coachella Valley Water District $36,717,791
San Diego County Water Authority $52,220,859
TOTAL $133,000,000

586444.01/SD
14161-002/10-9-03/dlo/cas



J ligIHX3



EXHIBIT C
(Including Exhibits C-1, C-2 and C-3
PAYMENT SCHEDULES

587115.02/SD
14161-002/10-10-03/dlo/cas



EXHIBIT C-1

CVWD JPA Payments

Year 27.61%
0 2003 § 1,645,504
1 2004 $ 726,170
2 2005 $ 773,682
3 2006 $ 924,507
4 2007 § 1,058,375
5 2008 $ 1,546,371
6 2009 $ 5,724,756
7 2010 § 1,947,996
8 2011 $ 2,169,002
9 2012 $ 2,458,299
10 2013 § 3,688,032
11 2014 § 3,720,930
12 2015 $ 4,272,431
13 2016 $ 5,803,865
14 2017 $ 7,182,291
15 2018 $§ 11,875,345
16 2019 $ 745,350
17 2020 $ 738,869
18 2021 $ 2,697,555
19 2022 $ 2,706,745
20 2023 $ 6,953,711
21 2024 $ 2,748,523
22 2025 $ 1,446,565
23 2026 § -
24 2027 $ -
25 2028 $ -
26 2029 % -
27 2030 $ -
28 2031 $ -
29 2032 % -
30 2033 % -
31 2034 $ -
32 2035 % -
33 2036 $ -
34 2037 $ -
35 2038 $ -
36 2039 $ -
37 2040 $ -
38 2041 % -
39 2042 $ -
40 2043 $ -
41 2044 $ -
42 2045 § -
43 2046 $ -
44 2047 $ -
45 2048 $ -
Nominal: $ 73,554,872

6.0% PV $ 36,717,791

587115.02/SD
14161-002/10-10-03/dlo/cas



EXHIBIT C-2

IID JPA Payments

Year

2003 $ 131,395
2004 $ 270,674
2005 $ 418,191
2006 $ 574,316
2007 $ 739,432
2008 $ 761,615
2009 $ 941,356
2010 $ 1,131,196
2011 $ 1,331,579
2012 $ 1,542,967
2013 $ 1,765,841
2014 $ 1,818,816
2015 $ 1,873,380
2016 $ 1929582
2017 $ 1,987,469
2018 $ 2,661,221
2019 $ 3,373,610
2020 $ 4,126,346
2021 $ 4,473,828
2022 $ 4,608,043
2023 $ 4,746,284
2024 $ 4,888,673
2025 $ 5,035,333
2026 $ 5,186,393
2027 $ 5,341,985
2028 $ 5,502,244
2029 $ 5,667,311
2030 $ 5,837,331
2031 $ 6,012,451
2032 $ 6,192,824
2033 $ 6,378,609
2034 $ 6,569,967
2035 $ 6,767,066
2036 $ 6,970,078
2037 $ 7,179,181
2038 $ 7,394,556
2039 $ 7,616,393
2040 $ 7,844,884
2041 $ 8,080,231
2042 $ 8,322,638
2043 $ 8,572,317
2044 $ 8,829,487
2045 $ 9,094,371
2046 $ 9,367,202
2047 $ 9,648,218

Cumulative $209,506,885
Present Value $ 44,061,350



EXHIBIT C-3

SDCWA JPA Payments
Year 39.26%
0 2003 $ 2,340,273
1 2004 $ 1,032,775
2 2005 $ 1,100,347
3 2006 $ 1,314,855
4 2007 § 1,505,244
5 2008 % 2,199,283
6 2009 $ 8,141,875
7 2010 $ 2,770,483
8 2011 $ 3,084,803
9 2012 $ 3,496,247
10 2013 $ 5,245,201
11 2014 $ 5,291,989
12 2015 § 6,076,346
13 2016 $ 8,254,386
14 2017 $ 10,214,814
15 2018 $ 16,889,380
16 2019 § 1,060,053
17 2020 $ 1,050,836
18 2021 § 3,836,522
19 2022 $ 3,849,593
20 2023 % 9,889,722
21 2024 $ 3,909,010
22 2025 % 2,057,337
23 2026 $ -
24 2027 $ -
25 2028 $ -
26 2029 % -
27 2030 % -
28 2031 $ -
29 2032 % -
30 2033 % -
31 2034 % -
32 2035 % -
33 2036 $ -
34 2037 $ -
35 2038 % -
36 2039 $ -
37 2040 $ -
38 2041 % -
39 2042 % -
40 2043 § -
41 2044 $ -
42 2045 $ -
43 2046 $ -
44 2047 $ -
45 2048 § -

Nominal: $ 104,611,375
6.0% PV: $ 52,220,859

587115.02/SD
14161-002/10-10-03/dlo/cas



EXHIBIT D



EXHIBIT D

SCHEDULE FOR PAYMENT TO IID FOR MITIGATION WATER

Year Mitigation Water Aggyl%z:

2003 5,000 $454,335
2004 10,000 $933,658
2005 15,000 $1,439,001
2006 20,000 $1,971,431
2007 25,000 $2,532,056
2008 25,000 $2,601,688
2009 30,000 $3,207,881
2010 35,000 $3,845,447
2011 40,000 $4,515,654
2012 45,000 $5,219,814
2013 70,000 $8,343,002
2014 90,000 $11,021,702
2015 110,000 $13,841,421
2016 130,000 $16,807,889
2017 150,000 $19,927,045

e Present Value of Payments: $50 million
o Interest rate: 6% per Exhibit A of Environmental Cost Sharing Agreement

587115.02/SD
[4161-002/10-10-03/dlo/cas
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EXHIBITE
[ID PAYMENTS TO SALTON SEA RESTORATION FUND

Year

2003 $29,638
2004 $61,054
2005 $94,329
2006 $129,545
2007 $166,789
2008 $171,793
2009 $212,336
2010 $255,157
2011 $300,356
2012 $348,038
2013 $398,310
2014 $410,259
2015 $422.,567
2016 $435,244
2017 $448,301
2018 $600,275
2019 $760,965
2020 $930,755
2021 $1,009,134
2022 $1,039,408
2023 $1,070,590
2024 $1,102,708
2025 $1,135,789
2026 $1,169,863
2027 $1,204,959
2028 $1,241,108

2029 $1,278,341
2030 $1,316,691
2031 $1,356,192
2032 $1,396,878
2033 $1,438,784
2034 $1,481,947
2035 $1,526,406
2036 $1,572,198
2037 $1,619,364
2038 $1,667,945
2039 $1,717,983
2040 $1,769,523

2041 $1,822,608
2042 $1,877,287
2043 $1,933,605
2044 $1,991,613
2045 $2,051,362

2046 $2,112,903

2047 $2,176,290

Cumulative Value $47,257,190
Present Value $9,938,650



AMENDMENT TO THE APPROVAIL AGREEMENT AMONG
THE IMPERIAL IRRIGATION DISTRICT, THE METROPOLITAN WATER
DISTRICT OF SOUTHERN CALIFORNIA, PALO VERDE IRRIGATION DISTRICT
' AND COACHELLA VALLEY WATER DISTRICT

THIS AMENDMENT to the December 19, 1989 Approval Agreement is made and
entered into the 10th day of October, 2003, by and between Imperial Irrigation District, a
California irrigation district (IID), The Metropolitan Water District of Southern California, a
California metropolitan water district (MWD), Palo Verde Irrigation District. a California
irrigation district (PVID), and Coachella Valley Water District, a California county water district
(CVWD) each of which is at times referred to individually as “*Party” and which are at times
collectively referred to as “Parties”.

RECITALS

RECITALS, A. through E., G., and H. in the Approval Agreement remain in effect; the
Recitals are hereby amended by deleting the last sentence and replacing it with a new sentence at
the end of Recital F.; and Recital I is added. Recital F. and Recital 1., as amended, will read as
follows:

“F. © 1ID, MWD, and CVWD recognize that they have differences of opinion over
various legal questions. CVWD has filed a complaint entitled Coachella Valley Water District v.
Imperial Irrigation District, et al. in the United States District Court for the Southern District of
California alleging, among other things, that the Conservation Agreement is unlawful and void.
Irrespective of these differences of opinion, each Party wishes to settle the pending litigation and
allow the Conservation Agreement, as modified by this Approval Agreement, to be implemented
without regard to current or future legal differences and without further proceedings in the
pending litigation of the CVWD complaint. In entering into this Approval Agreement, each
Party agrees that nothing in this Approval Agreement or in the Conservation Agreement, and no
action or failure to act in connection with the adoption or implementation of this Approval
Agreement or the Conservation Agreement, is intended to or should have the effect of adding to
or subtracting from the legal positions heretofore or hereafter taken by any Party as to all water
other than the Conserved Water, as if the Conservation Agreement and this Approval Agreement
did not exist. Except for conserved water made available by the construction and
implementation of projects set forth herein and in the Conservation Agreement, the Parties’
water rights may be exercised in any lawful manner consistent with the Quantification
Settlement Agreement among I1ID, MWD, and CVWD dated as of October 10, 2003 (the
“Quantification Settlement Agreement”) and the related Acquisition Agreements (as defined
therein).”

“L. The Parties desire to amend the Approval Agreement as contemplated by the
Quantification Settlement Agreement and the related Acquisition Agreements.”



NOW THEREFORE, for and in consideration of amended mutual obligations and

undertakings set forth herein, the Parties hereby agree as follows:

1.

AMENDMENT TO SECTION 1.1

The portion of the first sentence, on Page 4, of Section 1.1, Article I beginning with *;
and (ii1)", through the end of the paragraph is hereby deleted in its entirety. Section 1.1
will read, as amended, as follows:

“Section 1.1: The Parties agree that: (i) nothing in this Approval Agreement or
the Conservation Agreement shall change the Seven Party Agreement dated August 18,
1931, which provides the schedule of priorities for use of the waters of the Colorado
River within California as published in Section 6 of the General Regulations of the
Secretary of the Interior (Secretary) dated September 28, 1931, and incorporated in the
United States water delivery contracts with the Parties dated December 1, 1932 (1ID),
September 28, 1931 (MWD), February 7, 1933 (PVID), and October 15, 1934 (CVWD);
and (i1) [ID’s, MWD’s, PVID’s, and CYWD’s use of the Conserved Water shall be in
accordance with the terms of the Conservation Agreement, as modified by this Approval
Agreement.”

AMENDMENT TO SECTION 2.1

On Page 6, fifth line, after the word “CVWD” insert “through October 30, 2003.
Effective October 31, 2003, the Measurement Committee shall be composed of all
members of the Program Coordinating Committee, and one representative from PVID.”

Section 2.1 will read, as amended, as follows:

“Section 2.1: Water Conservation Measurement Committee. It is recognized and
agreed that the estimates contained in the Conservation Agreement and this Approval
Agreement of the amount of water to be conserved annually by the C& A Programs and
the amount to be conserved by each project of the C&A Programs are based on
information and data available to IID and MWD at this time, but that the initial and
subsequent verification provided in Section 2.2 of this Approval Agreement may result in
a determination of a different total amount of water conserved and different amounts
conserved by the individual projects of the C&A Programs. In order to provide an
orderly basis among the Parties for such verification, there shall be established a Water
Conservation Measurement Committee (Measurement Committee) whose duties and
responsibilities are limited solely to those specified in Section 2.2 of this Approval
Agreement. To the extent the duties and responsibilities of the Measurement Committee
with regard to the verification of the quantity of water conserved from the C&A
Programs and the process of determining the amount of water conserved are duplicative
or in conflict with the duties and responsibilities of the Program Coordinating Committee
(as stated in the Conservation Agreement), the duties and responsibilities of the
Measurement Committee with regard to the verification of the quantity of water
conserved from the C&A Programs and the process of determining the amount of water

19



conserved as set forth in this Approval Agreement shall govern. The Mcasurement
Committee shall be composed of all members of the Program Coordinating Committec,
and one representative each from PVID and CVWD through October 30, 2003, Effective
October 31, 2003, the Measurement Committee shall be composed of all members of the
Program Coordinating Committee, and one representative from PVID. The chairman of
the Program Coordinating Commuttee shall also serve as the chairman of the
Mecasurement Committee. The members of the Program Coordinating Committee shall
be registered as professional engineers, including civil, agricultural, or other appropriate
fields of engineering, and the chairman thereof shall be independent and have no past.
present, or pending relationship with the Parties, unless [ID and MWD expressly consent
thereto. Payment of the expenses of the Program Coordinating Committee members shall
be governed by the provisions of the Conservation Agreement. Payment of the expenses
of the other members of the Measurement Committee shall be borne by the Party they
represent. Each member of the Measurement Commuttee shall have technical
competence in the design, construction, or operation of major water supply facilities.
PVID’s and CVWD’s members of the Measurement Committee shall be designated
within 30 days after the effective date of the Conservation Agreement and may be
replaced at the pleasure of their appointing agency. Following initial selection of the
members, all changes in the membership shall be made promptly and in such fashion that
it will not interfere with the duties and responsibilities of the Measurement Committee.
By unanimous written agreement among all the Parties, the duties and responsibilities of
the Measurement Committee may be modified. The chairman of the Measurement
Committee shall schedule meetings of the Measurement Committee upon request of any
member of the Measurement Committee and shall provide each member of the
Measurement Committee 15 days’ notice of the time, place, and subject of the meeting.
All decisions of the Measurement Committee shall be by a unanimous vote, recorded in
writing, and consistent with the terms of this Approval Agreement. In the event that all
Measurement Committee members are not present, a letter with the proposed action shall
be sent to the absent member(s) by registered or certified mail, postage prepaid, return
receipt requested. If no written protest from the absent member(s) is received by the
Measurement Committee chairman within 30 days of the date of the receipt of the
Measurement Committee letter, the decision shall be deemed unanimous and shall
become final. Should the Measurement Committee not reach a decision by unanimous
vote on any matter, that matter shall be resolved under Section 2.3 of this Approval
Agreement. Notwithstanding the foregoing sentence, modification of the duties and
responsibilities of the Measurement Committee may only be made by unanimous
agreement among the Parties, and are not subject to change by Section 2.3 of this
Approval Agreement.”

AMENDMENT TO SECTION 2.2

ce Y

On Page 9, tenth line of the partial paragraph, after the word “Agreement” insert **.” and
in the eleventh line delete the words “except as provided in Article [l of this Approval
Agreement.”

(93]



On Page 10, twenty-fifth line of the partial paragraph, after the word “other™, insert the
phrase “force majeure type”.

On Page 12, fourth linc of the partial paragraph, after the word “implementation™ insert
the phrase “but will not decline.”

Section 2.2 will read, as amended. as follows:

“Section 2.2. Duties and Responsibilities of the Measurement Committee.
Within one year afier the eftective date of the Conservation Agreement, the Measurement
Committee shall designate one or more consultants with recognized competence in water
conservation and measurement activities. IID shall retain the consultant(s) on behalf of
the Measurement Committee. Payment of the expenses of the consultant(s) shall be paid
as a capital or annual direct cost by MWD under the Conservation Agreement. The
consultant(s) shall serve at the pleasure of the Measurement Committee. During the
construction period of the C&A Programs, the consultant(s) will be available to IID to
advise IID of the measuring devices and techniques that should be used for the
measurement of water conserved from the C&A Programs, and within six months after
the appointment of the consultant(s), the consultant(s) shall recommend to the
Measurement Committee the measures to be undertaken and facilities to be installed for
verification of amounts of water conserved by the C&A Programs. To the extent such
measures and facilities are approved by the Measurement Committee, IID shall
implement the measures and construct the facilities in a timely manner to permit an
accurate determination, by the end of calendar year 1994, of the quantity of water
conserved from each project of the C&A Programs. Such measures and facilities for the
verification of amounts of water conserved, and all related expenses, shall be paid by
MWD in accordance with the provisions of the Conservation Agreement. Within 18
months from the effective date of the Conservation Agreement, the consultant(s) shall
prepare a report(s) on the amount of water estimated to be conserved by the C&A
Programs and each project thereof, and shall submit the report(s) to the Measurement
Committee. Based on such report(s), the Measurement Committee shall make an
estimate of the quantity of water to be conserved by the C&A Programs and each project
thereof. Until actual data is available by the end of calendar year 1994 to verify or
modify such estimate of water conserved, such estimate shall be used as the amount of
the reduction of diversions by IID, and to thus determine the amount of Conserved Water
which shall be available for use by MWD pursuant to the Conservation Agreement as
augmented and modified by this Approval Agreement. Prior to the determination of the
estimate by the Measurement Comrmnittee, the amounts shown in Section 3.2 and
Appendices A and D of the Conservation Agreement and Exhibit A of this Approval
Agreement shall govern. In order to assist in making an accurate determination of the
quantity of water conserved from the C&A Programs by the end of calendar year 1994,
and provide information to 11D to assist it in making any modification or substitution of
projects pursuant to Section 4.1 of this Approval Agreement, for each calendar year prior
to calendar year 1994 the Measurement Committee shall endeavor to estimate the
anticipated quantity of water to be conserved by the C&A Programs upon full
implementation of projects, including any modifications or substitutions of projects made




pursuant to the Conservation Agreement and this Approval Agreement. Commencing in
calendar year 1994, and in each of the four successive years atter 1994, the consultant(s)
shall review the then available information and data and make a recommendation to the
Mcasurement Committee on the amounts of water conserved by each individual project
and by the C&A Programs. Said determined amount shall, prospectively, constitute the
amount of the reduced diversions by IID and the amount of Conserved Water which shall
thus be avatilable for use by MWD under the Conservation Agreement as augmented and
modified by this Approval Agreement, subject to the limitations on MWD’s use
contained in the Conservation Agreement and this Approval Agreement. Following these
initial five annual reviews, such reviews and reports to the Measurement Committee shall
be made by the consultant(s) at five-year intervals for the balance of the term of the
Conservation Agreement and at any other times or time requested by a member of the
Measurement Committee; provided however, such reviews and reports shall not be made
more frequently than once a year. The Measurement Committee shall have the right to
decrease, or increase, the amount of water deemed to be conserved from a project of the
C&A Programs in the event that an earthquake, binding administrative decision or court
order, or other force majeure type events cause the project to function differently than
intended, designed, constructed or implemented. The Parties hereto mutually
acknowledge that the C& A Programs are intended to conserve 106,110 acre-feet of water
annually. In the event a determination is made by the Measurement Committee, or
otherwise established pursuant to Section 2.3 of this Approval Agreement, that the total
amount of water conserved from the C&A Programs is more than 106,110 acre-feet
annually, the additional water, pursuant to the Conservation Agreement and as
supplemented by this Approval Agreement, shall be available for MWD’s use, subject to
the limitations on MWD’s use contained in the Conservation Agreement and this
Approval Agreement. In the event a determination is made by the Measurement
Committee, or otherwise established pursuant to Section 2.3 of this Approval Agreement,
that the total amount of water conserved by the Conservation Program is less than
100,000 acre-feet annually, then IID shall proceed, but only at the expense of MWD, to
implement additional conservation measures to the Conservation Program in accordance
with the terms of the Conservation Agreement. However, in the absence of written
approval from MWD to proceed with such additional conservation measures, [ID shall
not be obligated to construct or implement the additional conservation measures. The
water conserved by such additional measures shall be subject to the provisions of the
Conservation Agreement and this Approval Agreement. As more specifically set forth in
Article IV of this Approval Agreement, within the constraints therein specified, IID has
the necessary latitude and flexibility to modify or substitute projects such that the amount
of water conserved by the Conservation Program will be between 100,000 and 110,000
acre-feet annually upon full implementation but will not decline.”

AMENDMENT TO SECTION 3.1

Section 3.1 is replaced with a new Section 3.1 which, as amended, will read as follows:

“Section 2.1: Conditions for Reduction in MWD's Use of Conserved Water. In
any calendar year following the Effective Date of the Quantification Settlement




Agreement, MWD will reduce its use of Conserved Water in accordance with the
provisions of Section 3.2 of this Approval Agreement, subject to the following condition:
CVWD requests MWD, in accordance with this Article I, to reduce its use of Conserved
Water.”

AMENDMENT TO SECTION 3.2

Section 3.2 is replaced with a new Section 3.2 which, as amended, will read as follows:

“Section 3.2: Reduction in MWD's Use of Conserved Water. [f MWD is
required to reduce its use of Conserved Water because the conditions enumerated in
Section 3.1 of this Approval Agreement have occurred, MWD will reduce its use of
Conserved Water by the amount requested by CVWD, but no more than a maximum of
20,000 acre-feet per calendar year. MWD shall not be relieved of any payment
obligations under the Conservation Agreement as modified by this Approval Agreement
as aresult of a reduction in its use of Conserved Water pursuant to this Section.”

AMENDMENT TO SECTION 4.1

On Page 22, the paragraph beginning with the words “(11) In addition to the....” is deleted
in its entirety.

Section 4.1, as amended, will read as follows:

“Section 4.1: In consideration of the mutual obligations and undertakings set
forth herein including settlement of the pending litigation:

(1) IID will delete Project Number 1 (Trifolium Reservoir), Project
Number 2 (South Alamo Canal Lining, Phase I), and Project Number 13 (Tailwater
Assessment) from the Appendices of the Conservation Agreement and substitute in their
place the projects listed on Exhibit A attached hereto. Furthermore, IID shall reduce its
annual diversions from the Colorado River below that which it would otherwise have
been absent Project Number 1 and Project Number 2 (in an amount equal to the quantity
of water conserved by these two projects, defined as the Augmentation Program, and
estimated to be 6,110 acre-feet annually) so that the water from the Augmentation
Program shall be available for MWD’s use, subject to the limitations on MWD’s use
contained in the Conservation Agreement and this Approval Agreement. The amount of
water conserved by these two projects will be determined by the Measurement
Committee in accordance with Section 2.2 of this Approval Agreement. If the estimate is
less than the Measurement Committee determines has been conserved, the additional
water shall be available for use by MWD under the Conservation Agreement and this
Approval Agreement, subject to the limitations on MWD’s use contained in the
Conservation Agreement and this Approval Agreement. If the estimate is more than the
Measurement Committee establishes, there shall be no obligation on the part of IID,
either at its own expense or at the expense of MWD, to provide the additional water. 1ID
shall construct, operate, maintain, and replace such projects in the same manner as it

6



would have constructed, operated. maintained, and replaced these projects had the
projects remained an integral part of the Conservation Program and been paid for by
MWD, and recognizing that 6,110 acre-feet annually was estimated to be conserved by
the projects. [ID shall pay the capital and annual direct costs of Project Number 1 and
Project Number 2. Except for the provisions relating to the payment by MWD of the
capital and annual direct costs for Projects | and 2. all other provisions set forth in the
Conservation Agreement and this Approval Agrcement shall be applicable to, and be
binding upon, MWD and IID with respect to the use of water conserved by these two
projects. All terms and conditions of the Conservation Agreement relating to Project
Number 13 (Tailwater Assessment) shall be deleted, and such terms and conditions shall
be applied to the substituted projects set forth in Exhibit A.™

AMENDMENT TO SECTION 7.1

Section 7.1 will be deleted in its entirety.

AMENDMENT TO SECTION 8.1

Section 8.1 will be deleted in its entirety and replaced with a new Section 8.1 which, as
amended, will read as follows:

“The Parties do not intend to, and under the Agreement do not in any way, transfer,
assign, encumber or grant to each other any ownership interest in or control over any of
each other’s water rights, nor do they intend in any way to define, modify or agree on the
proper use, purposes, or limits of each other’s water rights.”

AMENDMENT TO SECTION 9.1

Section 9.1 will be deleted in its entirety and replaced with a new Section 9.1 which, as
amended, will read as follows:

“Section 9.1: Subject to the terms and conditions of this Approval Agreement,
PVID agrees not to divert, pump, use or demand the Conserved Water (as defined in
Recital E). This PVID expressly agrees to do in order to permit such water to be made
available to MWD in accordance with the Parties’ water delivery contracts with the
United States.

“Subject to the terms and conditions of this Approval Agreement and except as
provided herein, CVWD agrees not to divert, pump, use or demand the Conserved Water
(as defined in Recital E). This CVWD expressly agrees to do in order to permit such
water to be made available to MWD in accordance with the Parties’ water delivery
contracts with the United States.”



10.

11.

12.

13.

AMENDMENT TO SECTION 11.1

Section 11.1, Page 26, second line after the phrase “Approval Agreement”, insert “as
amended”, and after the phrase “Conservation Agreement”, insert “as amended™.

Section 11.1, Page 27, third line after the phrasc “Approval Agreement”, insert “as
amended™.

Section 11.1, Page 27, fifth line afier the phrase “Conservation Agreement”, insert “‘as
amended™ and after the phrase “*Approval Agreement”, insert “‘as amended™.

Section 11.1, as amended, will read as follows:

“Section 11.1: Except as expressly provided for in this Approval Agreement as
amended, the Conservation Agreement as amended shall govern the relationship between
11D and MWD. With regard to the relationship among IID, MWD, CVWD, and PVID, to
the extent the terms and conditions of this Approval Agreement as amended conflict with,
modify or alter the terms and conditions contained in the Conservation Agreement as
amended, this Approval Agreement as amended shall govern.

AMENDMENT TO EXHIBITS B AND C

Exhibits B and C are deleted in their entirety.

AGREEMENT TO GOVERN. This Amendment shall be interpreted in a manner
consistent with, and in furtherance of the objectives of, the Quantification Settlement
Agreement and the related Acquisition Agreements. Except as expressly amended by
this Amendment to the Approval Agreement, the Approval Agreement’s mutual
obligations and undertakings shall remain in full force and effect.

THE AMENDMENTS CONTEMPLATED BY THIS AMENDMENT TO THE
APPROVAL AGREEMENT will take effect upon the Effective Date as defined in the
Quantification Settlement Agreement.



4. TERMINATION. The amendments made by this Amendment to the Approval
Agreement will terminate and be of no force or effect upon the termination of the

Quantification Settlement Agreement.

IN WITNESS WHEREOQF, the Parties hereto have executed this Amendment to the
Approval Agreement on the day and year first above written.

APPROVED%S ? O FORM:
By:

1{{ Counsel
Imperial Irrigation District

By:
Gey{eﬁllé()urﬁs N\
The Metropolf District of
Southern California
a
K 71{ RREPY Jr 1/7//(. i~
By: e -+ //
General Counsel
Coachella Valley Water District
By

S:/gara Ou sel |
lo Veud igation District

//'4 .
S0 S
By: A //1, /’,/{/ [—
President
Imperial Irrigation District

/'/"——\‘i
,/ e -
By: L //’ < \v"’
Chief Executrveﬂ.fﬁcer

The Metropolitan Water District of
Southern California

<

General Manager-Chxef Enomeer
Coachella Valley Water District

By: L A -
Presndent
Palo Verde Irrigation District
‘\,//



ALLOCATION AGREEMENT
AMONG
THE UNITED STATES OF AMERICA,
THE METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA,
COACHELLA VALLEY WATER DISTRICT,
IMPERIAL IRRIGATION DISTRICT,
SAN DIEGO COUNTY WATER AUTHORITY,
THE LA JOLLA, PALA, PAUMA, RINCON AND SAN PASQUAL
BANDS OF MISSION INDIANS,
THE SAN LUIS REY RIVER INDIAN WATER AUTHORITY,
THE CITY OF ESCONDIDO AND VISTA IRRIGATION DISTRICT

ARTICLE |

Parties and Authority

THIS ALLOCATION AGREEMENT AMONG THE UNITED STATES OF
AMERICA, THE METROPOLITAN WATER DISTRICT OF SOUTHERN
CALIFORNIA, COACHELLA VALLEY WATER DISTRICT, IMPERIAL
IRRIGATION DISTRICT, THE SAN DIEGO COUNTY WATER AUTHORITY, THE
LA JOLLA, PALA, PAUMA, RINCON AND SAN PASQUAL BANDS OF MISSION
INDIANS, THE SAN LUIS REY RIVER INDIAN WATER AUTHORITY, THE CITY
OF ESCONDIDO AND VISTA IRRIGATION DISTRICT (“Allocation Agreement”),
signed this _&?day of October, 2003, pursuant to the Act of Congress approved June
17, 1902 (32 Stat. 388), and acts amendatory thereof or supplementary thereto, all of
which acts are commonly known and referred to as Federal Reclamation Law, including
the Act of Congress approved December 21, 1928 (45 Stat. 1057), referred to as the
3oulder Canyon Project Act, pursuant to the Act of Congress approved November 17,
1988 as amended (“Public Law 100-675"), and among the United States of America

“United States”) both in its own right and on behalf of the La Jolla, Pala, Pauma, Rinco!



and San Pasqual Bands of Mission Indians and the San Luis Rey River Indian Water
Authority as trustee, acting by and through its Secretary of the Interior (“Secretary”), The
Metropolitan Water District of Southern California (“MWD?), the Coachella Valley
Water District (“CVWD?”), the Imperial Irrigation District (“IID”), the San Diego County
Water Authority (“SDCWA?”), the La Jolla, Pala, Pauma, Rincon and San Pasqual Bands
of Mission Indians (collectively, the “Indian Bands™), the San Luis Rey River Indian
Water Authority (“Indian Water Authority”), the City of Escondido (“Escondido”), and
Vista Irrigation District (“Vista™), each of which is at times referred to individually as
“Party” and which are at times collectively referred to as “Parties.”

WITNESSETH THAT:

ARTICLE 2

Explanatory Recitals

2.1 WHEREAS, the United States has constructed the All- American Canal
and its Coachella Branch (“Coachella Canal”) in accordance with the Boulder Canyon
Project Act; and

2.2  WHEREAS, the Secretary, pursuant to Title II of Public Law 100-675
(“Title II”), is authorized to construct a new lined canal or to line the previously unlined
portions of the All- American Canal from the vicinity of Pilot Knob to Drop 4 and the
Coachella Canal from Siphon 7 to Siphon 32, or to construct seepage recovery facilities
in the vicinity of Pilot Knob to Drop 4, including measures to protect public safety; and

2.3 WHEREAS, Title II provides that the Secretary shall determine the
quantity of water conserved by the works constructed under Title II and may revise such

determination at reasonable intervals based on such information as the Secretary deems



appropriate and further provides that the determinations shall be made in consultation
with Palo Verde Irrigation District (“PVID”), IID, CVWD and MWD; and

2.4  WHEREAS, litigation is pending in the United States District Court for
the Southern District of California to determine the rights of the Indian Bands, Escondido
and Vista to the water in the San Luis Rey River, related proceedings are pending before
the Federal Energy Regulatory Commission and on November 17, 1988, the President of
the United States approved Title I of Public Law 100-675, to provide for the settlement of
the reserved water rights claims of the Indian Bands; and

2.5 WHEREAS, no federal funds are authorized to be appropriated for the
Title II work described in Section 2.2 herein; and

2.6 WHEREAS, the California Water Code Section 12560 et seq. provides for
two hundred million dollars ($200,000,000) to be continuously appropriated from the
General Fund to a Colorado River Management Account to be used by the Director of the
California Department of Water Resources (“DWR?) to finance and arrange for lining
portions of the All- American Canal and the Coachella Canal; and

2.7  WHEREAS, the Parties intend that the State funds appropriated pursuant
to California Water Code Sections 12560 et seq. be used to pay all reasonable and
necessary costs for work directly associated with the Projects occurring after September
24, 1998 and approved by DWR (“Eligible Project Costs”) in an amount not to exceed in
aggregate two hundred million dollars ($200,000,000) and in accordance with the terms
and conditions of the All- American Canal Lining Project Funding Agreement (“AAC

Funding Agreement”) and the Coachella Canal Lining Project Funding Agreement (“CC

Funding Agreement”), respectively; and



2.8 WHEREAS, Section 12562(b) of the California Water Code provides for
the use by the Director of DWR of thirty- five million dollars ($35,000,000) to finance the
installation of recharge, extraction, and distribution facilities for groundwater conjunctive
use programs necessary to implement the “California Plan,” and it is the intention of the
Parties to make available for use by SDCWA for conjunctive use projects within its
boundaries those funds to the extent unexpended as of the Effective Date; and

2.9 WHEREAS, Section 79567 of the California Water Code identifies the
sum of twenty million dollars ($20,000,000) as available for appropriation by the
California Legislature from the Water Security, Clean Drinking Water, Coastal and
Beach Protection Fund of 2002 to DWR for grants for canal lining and related projects
necessary to reduce Colorado River water use, and it is the intention of the Parties that
those funds be available for use by SDCWA, IID or CVWD for the All-American Canal
and Coachella Canal Lining Projects; and

2.10 'WHEREAS, Title I of Public Law 100-675 (“Title I"’) as amended on
October 27, 2000 provides that the Secretary, acting through the Commissioner of
Reclamation, shall permanently furnish annually 16,000 acre- feet of the water conserved
by the works authorized in Title II, for the benefit of the Indian Bands and Escondido and
Vista in accordance with the San Luis Rey River Indian Water Rights Settlement
Agreement (“Settlement Agreement”); provided that during construction of said works,
the Indian Water Authority, a permanent intertribal entity established by the Bands,
Escondido and Vista, shall receive 17 percent of any water conserved by said works up to

a maximum of 16,000 acre- feet per Calendar Year; and



2.11 WHEREAS, Title 1I provides for the quantity of water conserved from the
canal linings to be made available for consumptive use by California Contractors within
their service areas according to their priorities under the Seven Party Agreement; and

2.12 WHEREAS, it was the original intention of the Parties to allocate a
portion of the water conserved from the canal linings to MWD, but MWD now desires to
assign all of its rights, interest and duties with respect to and in such conserved water to
SDCWA, with the exception of water to be allocated pursuant to Section 7.6 herein, and
SDCWA desires to accept such assignment of rights, interest and duties from MWD; and

2.13 WHEREAS, although MWD, IID and CVWD are not parties to the
pending litigation and the related proceeding before the Federal Energy Regulatory
Commission referenced in Section 2.4 herein, MWD, IID and CVWD are willing to

facilitate implementation of the settlement of the dispute under the terms of this

Allocation Agreement; and

2.14 WHEREAS, the Parties desire to enter into this Allocation Agreement to

provide for the allocation of an amount of Colorado River water equal to the amount

conserved from the Title II works; and

2.15 WHEREAS, the United States holds title to the All-American Canal and
the Coachella Canal, and IID operates and maintains the All- American Canal pursuant to
Contract No. I11-747 with the United States dated December 1, 1932 and the Amendatory
and Supplemental Contract with the United States dated March 4, 1952, and CVWD
operates and maintains the Coachella Canal pursuant to Contract No. 11r-781 with the
United States dated October 15, 1934, a system of protective works designed to protect

the Coachella Canal pursuant to Supplemental Contract No. I1r-781 with the United



States dated December 22, 1947, and a concrete-lined Coachella Canal and structures
from Station 2 plus 26 to the beginning of Siphon 7 pursuant to Amendatory Contract No.

7.07-30-W0007 with the United States dated March 14, 1978; and

2.16 WHEREAS, Section 12562(a)(2) of the California Water Code has been
amended by Chapter 13 of Stats.2003 to require that the Projects be completed not later

than December 31, 2008, or such later date as may be required by extraordinary

circumstances.

NOW THEREFORE, in consideration of the promises and mutual covenants and

agreements herein contained, the Parties agree:

ARTICLE 3

Definitions and Word Usage

3.1 “AAC Committee” shall mean the All- American Canal Lining Project
Operations, Maintenance, and Repair Coordinating Committee.

3.2 “All-American Canal” shall mean the canal through which water is
conveyed from the Imperial Dam and Desilting Works to the Westside Main Canal.

33 “All-American Canal Lining Project” shall mean a portion of the work
authorized in Title IT which will result in a lined All-American Canal from one mile west
of Pilot Knob to Drop 3, a distance of approximately 23 miles.

3.4  “Calendar Year” shall mean the 12-month period running from January 1
through December 31.

3.5 “Calendar Years” shall mean more than one Calendar Year.

3.6  “California Contractor” shall mean one of the California Contractors.

3.7 «California Contractors” shall mean CVWD, IID, MWD and PVID.



3.8  “Capital Cost Payment(s)” shall mean the payments described in Exhibit

3.9  “CC Committee” shall mean the Coachella Canal Lining Project
Operations, Maintenance, and Repair Coordinating Commuttee.

3.10 “Coachella Canal” shall mean the Coachella Branch of the All-American
Canal, through which water is conveyed from Drop 1 of the All-American Canal to Lake
Cahuilla.

3.11 “Coachella Canal Lining Project” shall mean a portion of the work
authorized in Title II which will result in a lined Coachella Canal from Siphons 7 to 14
and from Siphons 15 to 32, a distance of 33.2 miles.

3.12 “Colorado River Management Account” shall mean the account created

pursuant to California Water Code Section 12561.
3.13  “Commissioner” shall mean the Commissioner of Reclamation.

3.14 “Committee” shall mean the “AAC Committee” for the All- American
Canal Lining Project or the “CC Committee” for the Coachella Caml Lining Project.

3.15 “Costs” shall mean the combined total of: (a) Net Additional Operation,
Maintenance and Repair Costs; and (b) Mitigation Costs associated with the

Environmental Commitment Plan.

3.16 “Criteria for Coordinated Long-range Operation of Colorado River
Reservoirs” shall mean the document transmitted by the Secretary on June 8, 1970 to the
Govemors of the Colorado River Basin States pursuant to the Colorado River Basin

Project Act of September 30, 1968, as it may be amended from time to time.



3.17 “Cumulative Shortage Losses” shall mean the sum of: (a) the cumulative
difference between the total volume of water allocated to MWD and SDCWA and 93,700
acre-feet in each of those Shortage Years that the conditions precedent to the allocation of
water to the San Luis Rey Settlement Parties have not been met; or (b) the cumulative
difference between the total volume of water allocated to SDCWA and 77,700 acre- feet
in each of those Shortage Years that an allocation is being made to the San Luis Rey
Settlement Parties as applicable.

3.18 “CVWD” shall mean the Coachella Valley Water District, a public agency
of the State organized and existing under the County Water District Act of the State and
acts amendatory thereof or supplementary thereto.

3.19 “Due Day” shall mean January 16th of each Calendar Year of this

Allocation Agreement, or if January 16th falls on a Saturday, Sunday or a State legal

holiday, the next succeeding business day.

3.20 “DWR?” shall mean the California Department of Water Resources.
3.21 “Effective Date” shall mean the date on which the United States District
Court for the Southern District of California executes the Stipulation and Order

dismissing the case [ID v. United States, et al., Case No. 03cv0069w (JFS).

3.22 “Effects on MWD?” shall mean: (1) a reduction in the amount of surplus
water otherwise allocated or available to MWD for any and all purposes; or (2) a
reduction in MWD's net diversions of surplus water through the All-American Canal or
Coachella Canal that MWD has a right to make; any of which could result from IID's

election to utilize water made available for allocation as a result of the Projects which

would otherwise be made available to MWD.



3.23  “Environmental Commitment Plan” shall mean for the All- American
Canal Lining Project, Reclamation’s plan dated July 8, 2003, as amended from time to
time upon agreement of the responsible parties, that implements the All-American Canal
Lining Project’s Mitigation; and for the Coachella Canal Lining Project, Reclamation’s
plan dated March 4, 2003, as amended from time to time upon agreement of the
responsible parties, that implements the Coachella Canal Lining Project’s Mitigation.
3.24 “Escondido” shall mean the City of Escondido, a general law city

organized and existing under the laws of the State.

3.25 “Exhibit A” shall mean Exhibit A to this Allocation Agreement, entitled
Amount of Water Conserved by Lining Each of the Reaches of the All- American Canal

and Coachella Canal.

326 “Exhibit B” shall mean Exhibit B to this Allocation Agreement, entitled

Capital Cost Payments.

3.27 “Extension Year” shall mean one of the Extension Years.

3.28 “Extension Years” shall mean those Calendar Years required to fully
replace for SDCWA all Cumulative Shortage Losses as provided in Section 5.6 of this

Allocation Agreement and all IID Call Water as provided in Section 9.5.1 and 9.6.4 of

this Allocation Agreement.

3.29  “[ID” shall mean the Imperial Irrigation District, a public agency of the

State organized and existing under the Irrigation District Act of the State.

330 “[ID Call Water” shall mean the total volume of water allocated to IID

pursuant to the exercise of its call rights under this Allocation Agreement.



3.31 “Indian Bands” shall mean the La Jolla, Pala, Pauma, Rincon and San
Pasqual Bands of Mission Indians.

3.32 “Indian Water Authority” shall mean the San Luis Rey River Indian Water
Authority, a permanent intertribal entity recognized and approved by Public Law 100-
675.

3.33  “Interim Surplus Guidelines” shall mean the guidelines implemented by
the Secretary of the Interior under which surplus water conditions are determined in the

Lower Colorado River Basin through 2016 following a January 16, 2001 Record of

Decision.

3.34 “Lower Colorado Regional Director” shall mean the Re gional Director of
Reclamation's Lower Colorado Regional Office or his or her duly authorized successor.

3.35 *“Mitigation” shall mean the measures to be implemented as described in

the Environmental Commitment Plan for the Project.

3.36 “Mitigation Costs” shall mean the costs specified in Section 13.3 of this
Allocation Agreement associated with implementing the Mitigation for the Project.
3.37 “MWD?” shall mean The Metropolitan Water District of Southern

California, a public agency of the State organized and existing under the Metropolitan

Water District Act of the State.

3.38 “Net Additional Operation, Maintenance and Repair (OM&R) Costs shall
mean the costs specified in Section 13.2 of this Allocation Agreement.
3.39  “Notice of Default” shall mean a document informing a Party of an

amount past due, containing sufficient information to permit the Party to pay the amount

due to the Party owed the amount due.
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3.40 “Parties” shall mean the United States, MWD, CVWD, IID, SDCWA, the

Indian Bands, the Indian Water Authority, Escondido and Vista.

3.41 “Party” shall mean one of the Parties.

3.42 “Projects” shall mean the All- American Canal Lining Project and the
Coachella Canal Lining Project and, in its singular form, “Project,” shall mean either of
said Projects, or both, as the context shall require.

3.43  “Public Law 100-675” shall mean 102 Stat. 4000 through 4011, as
amended by Section 117 of Public Law 102-154, 105 Stat. 1012 through 1013, Public
Law 105-256, 112 Stat. 1896, 1899 and Section 211 of Public Law 106-377-- Appendix
B, 114 Stat. 1441A-70 through 71.

3.44 “PVID” shall mean the Palo Verde Irrigation District, a public agency of
the State organized and existing under the Palo Verde Irrigation District Act of the State.

3.45 “Quantification Settlement Agreement” shail mean that agreement of the
same name among [ID, CVWD, and MWD.

3.46 “Reclamation” shall mean the Bureau of Reclamation, a bureau of the
United States Department of the Interior.

3.47 “SDCWA?” shall mean the San Diego County Water Authority, a public
agency of the State organized and existing under the County Water Authority Act.

3.48 “San Luis Rey Settlement Parties” shall mean Escondido, Vista, the Indian

Bands, and the Indian Water Authority.

349 “Secretary” shall mean the Secretary of the Interior or her or his duly

authorized representative or successor.
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3.50 “Section 4 shall mean the section of the All-American Canal from Pilot

Knob to immediately upstream of Drop 1.

3.51 “Section 5” shall mean the section of the All-American Canal from Drop 1
to the East Highline Check.

3.52 “Settlement Agreement” shall mean the agreement among the United
States, Escondido, Vista, and the Indian Bands referenced in Title I providing for the
complete resolution of all claims, controversies, and issues involved in all of the pending
proceedings among the parties in the United States District Court for the Southern

District of California and the Federal Energy Regulatory Commission.

3.53 “Shortage Year” shall mean a Calendar Year or a portion of a Calendar
Year following completion of the Projects for which the Secretary determines under the
Criteria for Coordinated Long-range Operation of Colorado River Reservoirs that a
shortage condition exists and reduces the amount of water conveyed through the All
American or Coachella Canals due to the availability of less than 4.4 million acre- feet to
California in that Calendar Year.

3.54 “Shortage Years” shall mean more than one Shortage Year.

3.55 “State” shall mean the State of California.

3.56 “Title I” shall mean Title I of Public Law 100-675.

3.57 “Title II” shall mean Title II of Public Law 100-675.

3.58 “Uncontrollabie Force” shall mean any cause beyond the control of the
Party affected, excluding a shortage determined by the Secretary in accordance with the
Secretary’s Criteria for Coordinated Long-range Operation of Colorado River Reservoirs,

and shall include, but is not limited to, facilities failure, flood, earthquake, storm,
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lightning, fire, epidemic, war, riot, civil disturbance, labor disturbance, sabotage, restraint
by court or public authority or other events which by exercise of due diligence and
foresight such Party could not have been reasonably expected to avoid.

3.59 “United States” shall mean the United States of America.

3.60 “Vista” shall meanthe Vista Irrigation District, a public agency of the
State organized and existing under the Irrigation District Act of the State.

3.61 “Year__” (e.g. Year 45) shall mean one in the series of Calendar Years
occurring after the Effective Date of this Allocation Agreement with Year 1 being the

first full or partial Calendar Year after the Effective Date.

3.62 Word Usage and Rules of Construction Unless the context clearly

requires otherwise:
3.62.1 The plural and singular numbers include the other;
3.62.2 The masculine, feminine, and neuter genders include the others;
3.62.3 “Shall,” “will,” and “must,” are each mandatory;
3.62.4 “May” is permissive;
3.62.5 “May not” is prohibitory;
3.62.6 “Or” is not exclusive;
3.62.7 “Includes” and “including” are not limiting;
3.62.8 “Between” includes the ends of the identified range; and
3.62.9 “Person” includes any natural person or legal entity; and

3.62.10 The Exhibits attached to this Allocation Agreement are

incorporated by reference and are a part of this Allocation Agreement to the same extent

as the Articles.
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ARTICLE 4
Term

4.1  Term. This Allocation Agreement shall become effective on the Effective
Date if it has been executed by the United States, MWD, CVWD, IID and SDCWA by
that date, notwithstanding the fact that any of the other Parties has not executed this
Allocation Agreement. In the event that any of the Parties other than the United States,
MWD, CVWD, IID and SDCWA have not executed this Allocation Agreement by the
Effective Date, this Allocation Agreement shall be binding on those Parties who have
executed the Allocation Agreement. Any Party who executes this Allocation Agreement
following the Effective Date shall be entitled to all rights and bound by all obligations
under this Allocation Agreement thereafter. No Party shall take a position in any
administrative, judicial or legislative forum contrary to or inconsistent with this Section
4.1.

4.2  Termination The initial term of this Allocation Agreement shall be 55
Calendar Years in accordance with the provisions of Title II. The Parties hereby consent
to renewal of the term for an additional 55 Calendar Years. Said renewal shall be
automatic and shall not require any action by any party. The term shall be further
extended for the number of Calendar Years required to fully deliver to SDCWA all
Cumulative Shortage Losses as provided in Section 5.6 of this Allocation Agreement and
all IID Call Water as provided in Section 9.5.1 and 9.6.4 of this Allocation Agreement.
Said extension shall be automatic and shall not require any action by any party. At such

time as this Allocation Agreement terminates, Article 7 of this Allocation Agreement and
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all other provisions of this Allocation Agreement necessary to effectuate Article 7 shall
remain in full force and effect and shall never terminate.
ARTICLE 4A

Assignment of MWD’s Rights and Duties to SDCWA

4A.1 Assignment of Rights and Duties by MWD. In consideration of the

promises and agreements contained in the Colorado River Water Delivery Agreement
between the United States, IID, CVWD, MWD, and SDCWA, and SDCWA’s agreement
to assume all of MWD’s obligations under this Allocation Agreement, MWD hereby
assigns to SDCWA all of MWD’s rights and interest in delivery of 77,700 acre- feet of
Colorado River water previously intended to be delivered to MWD under Article 10 and
Section 5.6 of this Allocation Agreement, as set forth in Section 2.12 of this Allocation
Agreement. In addition, MWD assigns to SDCWA its right to receive reimbursement or
payments with respect to the All- American Canal Lining Project and the Coachella Canal
Lining Project under applicable federal and state law, including subsections (a) and (b) of
California Water Code Section 12562, as amended, and agrees to make reasonable efforts
to support appropriation to SDCWA of the funding referenced in Sections 2.8 and 2.9
herein. MWD agrees that it shall cooperate in and take any further actions necessary to
accomplish the assignment of rights and interest made under this Article 4A and shall
take no action which interferes with the delivery of water to SDCWA under this

Allocation Agreement.

4A.2 Acceptance of Assignment of Rights and Duties by SDCWA. SDCWA

hereby accepts the assignment of rights and duties from MWD as set forth in Section

4A.1. SDCWA agrees that it shall cooperate in and take any further actions necessary to
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accomplish the assignment of obligations made under this Article 4A and shall not assert
that MWD has continuing obligations under this Allocation Agreement, except as

provided in Section 4A.3.

4A.3 Water Allocated to the San Luis Rey Settlement Parties. Nothing in this

Allocation Agreement shall be construed as an assignment of rights or duties from MWD

to SDCWA with respect to water made available under Article 7 of this Allocation

Agreement.

4A.4 Delivery of Water to SDCWA. SDCWA shall take delivery of water

under this Allocation Agreement pursuant to the Colorado River Water Delivery
Agreement and the Amended and Restated Agreement Between the MWD and the
SDCWA for the Exchange of Water dated as of October 9, 2003, or otherwise.

4A.5 Acknowledgement by All Parties. All Parties to this Allocation

Agreement acknowledge that the assignment of rights, interest and duties contained in
this Article have occurred, do not object to the assignment thereof because such
assignment is not to affect any Party's rights, interests and duties under this Agreement
other than MWD and SDCWA, and covenant that they will not interfere with delivery of
water to SDCWA hereunder or claim that MWD has continuing obligations under this

Allocation Agreement, except as provided in Section 4A.3.

ARTICLE 5

Quantity of Water Available for Allocation

5.1 Secretarial Determinations During the Term of the Quantification

Settlement Agreement. During the term of the Quantification Settlement Agreement, the
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Secretary shall determine the quantity of water available for allocation as a result of the

Projects in accordance with Sections 5.2 through 5.6 herein.

5.2 Reach by Reach Construction The Secretary will determine the

completion of the lining of each canal reach during the construction of the Projects. The
Secretary will determine the amount of Colorado River water available for allocation as a
result of lining each canal reach, in accordance with Exhibit A, which sets forth the
amount of water which will be conserved by each reach in accordance with the Final
Environmental Impact Statement/ Environmental Impact Report for each Project. The
Secretary will send a notice of reach completion for each canal reach to the Parties as
each such reach is completed and will include in the notice the Secretary’s determination
as to the amount of water available for allocation as a result of lining that reach.

53  Project Completion The Secretary will determine the completion of

construction of the All-American Canal Lining Project and the Coachella Canal Lining
Project. The Secretary will send a notice of completion of construction to the Parties as
each such Project is completed. In accordance with the All- American Canal Lining
Project Final Environmental Impact Statement/Environmental Impact Report, the
Secretary has determined that 67,700 acre-feet of Colorado River water is available per
Calendar Year for allocation upon completion of construction of the All-American Canal
Lining Project, if the Project as completed consists of a parallel canal from one mile west
of Pilot Knob to Drop 3 connected to the existing canal immediately upstream and
downstream from the existing drop structures and interstate highway bridges. In
accordance with the Coachella Canal Lining Project Final Environmental Impact

Statement/Environmental Impact Report, the Secretary has determined that 26,000 acre-
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feet of Colorado River water is available per Calendar Year for allocation upon

comp letion of construction of the Coachella Canal Lining Project, if the Project as
completed lines the canal from Siphon 7 to Siphon 14 and from Siphon 15 to Siphon 32.
Should a determination be made to construct a parallel canal and new siphons from
Siphon 7 to Siphon 32 and should canal diversions not supply marsh/aquatic and desert
riparian habitat, the Secretary will determine the amount of water available for allocation
upon completion of construction of the Coachella Canal Lining Project. The Parties

recognize that such determination could result in a value greater or less than 26,000 acre-

feet per Calendar Year.

5.4 Deemed Completion If for any reason work on the All- American Canal

Lining Project is terminated prior to lining the All- American Canal or construction of a
new concrete-lined canal from one mile west of Pilot Knob to Drop 3, the Secretary, after
consultation with the Parties, shall deem the Project to be complete and will determine
the amount of Colorado River water available for allocation from that Project. If for any
reason work on the Coachella Canal Lining Project is terminated prior to lining the
Coachella Canal or construction of a new concrete lined canal from Siphon 7 to Siphon
14 and from Siphon 15 to Siphon 32, the Secretary shall, after consultation with the
Parties, deem the Project to be complete and will determine the amount of water available
for allocation from that Project. The Secretary will make each such determination after
consultation with the Parties and in accordance with Exhibit A. The Secretary will notify

the Parties of any such determination in the notice of completion of construction for each

Project and the Project will then be deemed complete.
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5.5 Uncontrollable Forces. The amount of water available to be allocated

from each of the Projects may be reduced temporarily or permanently as a result of
Uncontrollable Forces. In the event of an Uncontrollable Force occurring after the
Secretary has issued notice(s) of reach completion or notice(s) of completion or of
construction of either or both Projects, the Secretary shall determine, in consultation with
the Parties, whether and to what extent the amount of water made available for allocation
as a result of the Projects is thereby reduced. If the reduction is temporary, the Secretary
shall also provide notice of the amount of water made available for allocation as a result
of the Projects as conditions change. The Secretary shall provide notice of such
determinations to all Parties.

5.6  Shortage Years. In any Calendar Year after the Secretary has issued
notices of completion of construction for the Projects and in which the Secretary
determines a Shortage Year exists, the Secretary shall determine, in consultation with the
Parties, whether and to what extent the amount of water to be made available for
allocation as a result of the Projects is thereby reduced. The Secretary shall provide
notice of any such determination to all Parties. Should the amount of water to be made
available for allocation as a result of the Projects be less than 93,700 acre- feet per
Calendar Year, the term of this Allocation Agreement regarding the allocation of water to
SDCWA shall be extended for the number of Calendar Years necessary to deliver to
SDCWA an amount of water equal to the Cumulative Shortage Losses. In each particular
Extension Year, the Secretary shall deliver to SDCWA 77,700 acre-feet or such lesser
amount as will fully replace the remainder of the Cumulative Shortage Losses. Subject

only to the determination by the Secretary of a shortage in any Extension Year, the

-19-



Secretary shall deliver such water annually until the Cumulative Shortage Losses have

been fully satisfied.

5.7 Secretarial Determinations Following the Termination of the

Quantification Settlement Agreement. Following the termination of the Quantification

Settlement Agreement, the Secretary shall determine the quantity of water available for
allocation as a result of the Projects in accordance with Title II, or as otherwise agreed
upon by the Parties.

ARTICLE 6

Completion of Work

6.1 All-American Canal Lining Project. IID and CVWD agree not to place

any additional limitations or conditions on either SDCWA or the Secretary relative to the
Projects other than the conditions and limitations specified in this Allocation Agreement.
The Projects shall be completed as soon as possible but not later than the deadline set
forth in California Water Code Section 12562(a), as amended. The Parties agree that
SDCWA shall replace MWD as a voting member of the All-American Canal Lining
Committee, as created by and with responsibilities as set forth in the Advance Funding
Agreement Among Reclamation, IID and MWD to Provide Funds to Initiate Preliminary
Work Necessary for the All- American Canal Lining Project, dated November 12, 2002.
IID may assign construction contracts, including Contract Number 4600002001, to
SDCWA. Should the State terminate the October 1, 2001 Standard Agreement between
IID and the Department of Water Resources (Contract Number 4600002001) because IID
failed to perform the covenants therein contained at the time and manner therein

provided, IID, CVWD and MWD shall not object to the State proceeding with the work

-20-



through an agreement between SDCWA or any other Party and DWR nor in any way
hinder or obstruct such work. Reimbursement of All-American Canal obligations shall
be made to IID by SDCWA through the Colorado River Management Account in the
same manner and form as stated in Section 5.2 of the Agreement Relating to the
Construction of a Concrete Lined Canal Parallel to the Existing All-American Canal
between IID and MWD dated February 3, 1995. Nothing in this article shall affect or
waive any right of CVWD to object to project plans or designs that would interfere with
delivery of water to CVWD pursuant to contracts between the United States and CVWD.

6.2 Coachella Canal Lining Project. The June 1, 2001 Standard Agreement

between MWD and DWR (Contract Number 4600001474) shall be assigned to CVWD or
SDCWA, and MWD shall have no rights or obligations pursuant to the Standard
Agreement. Should the State terminate Contract Number 4600001474 because either
CVWD or SDCWA fail to perform the covenants therein contained at the time and
manner therein provided, MWD shall not object to the State proceeding with the work
through an agreement between one of the other Parties and DWR nor in any way hinder
or obstruct such work.

ARTICLE 7

Allocation of Water to San Luis Rey Settlement Parties

7.1 Obligation to Deliver Water. The Secretary shall deliver Colorado River

water available for allocation as a result of the Projects each Calendar Year for the

benefit of the San Luis Rey Settlement Parties in accordance with the provisions of this

Article 7 and Section 106(c) of Title I.
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7.2  Conditions on Delivery of Water. The Secretary’s obligation to deliver

water to the San Luis Rey Settlement Parties shall be conditioned upon the occurrence of
each of the following:

7.2.1 The United States, Escondido, Vista, and the Indian Bands have
entered into a Settlement Agreement providing for the complete resolution of all claims,
controversies, and issues involved in all of the pending proceedings among the parties in
the United States District Court for the Southern District of California and the Federal

Energy Regulatory Commission; and

7.2.2 Stipulated judgments or other appropriate final dispositions have
been entered in said proceedings; and

7.2.3 The Secretary has determined the availability of water for
allocation in accordance with Article 5 of this Allocation Agreement; and

7.2.4 The San Luis Rey Settlement Parties have advanced funds to pay
their proportionate share of Costs for that Calendar Year, as determined and required

under Articles 13 and 15 of this Allocation Agreement.

73 Point of Delivery. The Secretary shall deliver any water available for the

benefit of the San Luis Rey Settlement Parties under this Article 7 to a point or points of
delivery along the Colorado River from Lake Havasu to Imperial Dam or, subject to the
approval of the Secretary and subject to any additional environmental compliance and
applicable federal law, elsewhere along the Colorado River.

7.4  Quantification Settlement Agreement. During the term of the

Quantification Settlement Agreement, the Secretary shall deliver water for the benefit of

the San Luis Rey Settlement Parties in accordance with Sections 7.4.1 and 7.4.2 herein
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and shall account for such deliveries from Priority 3(a) of the priorities set forth in the
existing Colorado River water delivery contracts with the Secretary:

7.4.1 Water Resulting from All- American Canal Lining Project. The

Secretary shall deliver water available for allocation as a result of the All-American
Canal Lining Project for the benefit of the San Luis Rey Settlement Parties as follows:
(a) During construction, the Secretary shall deliver for the
benefit of the San Luis Rey Settlement Parties 17 percent of the water determined by the
Secretary under Article 5 of this Allocation Agreement to be available for allocation as a

result of the All-American Canal Lining Project, up to:

® 11,500 acre-feet of water per Calendar Year until
such time as the Secretary notifies the Parties of the completion of construction of the

Coachella Canal Lining Project; or

(i1) 16,000 acre-feet of water per Calendar Year, in the
event and to the extent that a full 4,500 acre-feet of water is not available for allocation

from the completed Coachella Canal Lining Project in a Calendar Year.

(b) After the Secretary notifies the Parties of the completion of
construction of the All-American Canal Lining Project, the Secretary shall deliver for the
benefit of the San Luis Rey Settlement Parties water determined by the Secretary under
Article 5 of this Allocation Agreement to be available for allocation as a result of the All-
American Canal Lining Project, up to 11,500 acre-feet of water per Calendar Year. After
completion of the Coachella Canal Lining Project, the delivery amount from the All-
American Canal Lining Project after completion of construction shall be increased, not to

exceed a total of 16,000 acre- feet of water per Calendar Year, in the event and to the
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extent a full 4,500 acre- feet of water is not available for allocation from the Coachella
Canal Lining Project for delivery for the benefit of the San Luis Rey Settlement Parties in
that Calendar Year on an acre-foot per acre- foot basis to the extent such water is
determined by the Secretary under Article 5 of this Allocation Agreement to be available

for allocation as a result of the All- American Canal Lining Project.

7.4.2 Water Resulting from Coachella Canal Lining Project. The

Secretary shall deliver water available for allocation as a result of the Coachella Canal

Lining Project for the benefit of the San Luis Rey Settlement Parties as follows:

(a) During construction, the Secretary shall deliver for the
benefit of the San Luis Rey Settlement Parties 17 percent of the water determined by the
Secretary under Article 5 of this Allocation Agreement to be available for allocation as a

result of the Coachella Canal Lining Project, up to:

Q] 4,500 acre-feet of water per Calendar Year until
such time as the Secretary notifies the Parties of the completion of construction of the

All-American Canal Lining Project, or

(i1) 16,000 acre-feet of water per Calendar Year, in the
event and to the extent that a full 11,500 acre- feet of water is not available for allocation

from the completed All- American Canal Lining Project in a Calendar Year.

® After the Secretary notifies the Parties of the completion of
construction of the Coachella Canal Lining Project, the Secretary shall deliver for the
benefit of the San Luis Rey Settlement Parties water determined by the Secretary under
Article 5 of this Allocation Agreement to be available for allocation as a result of the

Coachella Canal Lining Project, up to 4,500 acre-feet of water per Calendar Year. After
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completion of the All-American Canal Lining Project, the delivery amount from the
Coachella Canal Lining Project after completion of construction shall be increased, not to
exceed a total of 16,000 acre-feet of water per Calendar Year, in the event and to the
extent that a full 11,500 acre-feet of water is not available for allocation from the All-
American Canal Lining Project for delivery for the benefit of the San Luis Rey
Settlement Parties in that Calendar Year on an acre- foot per acre- foot basis to the extent
such water is determined by the Secretary under Article 5 of this Allocation Agreement to

be available for allocation as a result of the Coachella Canal Lining Project.

7.5 Post Quantification Settlement Agreement. After the termination of the

Quantification Settlement Agreement, the Secretary shall deliver water for the benefit of
the San Luis Rey Settlement Parties in accordance with Sections 7.5.1, 7.5.2, and 7.5.3
herein and shall account for the water as Priority 3(a) or Priority 6(a) of the priorities set
forth in the Colorado River water delivery contracts with the Secretary, in proportion to

the respective priorities associated with the total amount of water flowing in the All-

American Canal past Pilot Knob in that Calendar Year.

7.5.1 Prior to the end of each Calendar Year the Secretary shall
determine the total amount of the water available for allocation in the next Calendar Year
as a result of both Projects. Water available for allocation shall mean an amount equal to

the water conserved by the Projects.

7.5.2 During construction, the Secretary shall deliver for the benefit of
the San Luis Rey Settlement Parties |7 percent of the water determined by the Secretary
to be available for allocation as a result of the All-American Canal Lining Project, not to

exceed 17 percent of the total amount of water available for allocation that Calendar Year
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as a result of both Projects with the amount of water available for allocation as a result of
the All- American Canal Lining Project being a proportionate share of the total amount
available for allocation as a result of both Projects, and not to exceed 16,000 acre- feet per
Calendar Year. After the Secretary has issued the notice of completion of construction
for both Projects, the Secretary shall deliver water available for allocation as a result of
the All- American Canal Lining Project for the benefit of the San Luis Rey Settlement
Parties in an amount proportionate to the total amount of water available for allocation
that Calendar Year from both Projects, not to exceed 16,000 acre- feet of water per

Calendar Year.

7.5.3 During construction, the Secretary shall deliver for the benefit of
the San Luis Rey Settlement Parties 17 percent of the water determined by the Secretary
to be available for allocation as a result of the Coachella Canal Lining Project, not to
exceed 17 percent of the total amount of water available for allocation that Calendar Year
as a result of both Projects with the amount of water available for allocation as a result of
the Coachella Canal Lining Project being a proportionate share of the total amount
available for allocation as a result of both Projects, and not to exceed 16,000 acre- feet of
water per Calendar Year. After the Secretary has issued the notice of completion of
construction for both Projects, the Secretary shall deliver water available for allocation as
a result of the Coachella Canal Lining Project for the benefit of the San Luis Rey
Settlement Parties in an amount proportionate to the total amount of water available that

Calendar Year from both Projects, not to exceed 16,000 acre- feet of water per Calendar

Year.
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7.6  Unused Water. During the term of this Allocation Agreement, water
available to but not delivered for the benefit of the San Luis Rey Settlement Parties and
water not available for the benefit of the San Luis Rey Settlement Parties because the
conditions specified in Sections 7.2.1, 7.2.2, or 7.2.4 herein have not yet been satisfied,
shall be delivered by the Secretary to MWD, subject to IID’s right to call on water under
Article 9 of this Allocation Agreement. Such deliveries made to MWD because the
conditions specified in Sections 7.2.1, 7.2.2, or 7.2.4 herein have not yet been satisfied
will be made until all three conditions have been met. After the termination of this
Allocation Agreement, the Secretary shall deliver any such unused water in accordance
with priorities set forth in then existing contracts for the delivery of Colorado River

water.

7.7  Non-Preclusion of Benefits. Nothing in this Article 7 precludes the San

Luis Rey Settlement Parties from receiving benefits under other agreements associated

with rights under this Allocation Agreement.

ARTICLE 8

Post-Quantification Settlement Agreement Allocation To California Contractors

8.1 IID’s Call Rights and Obligations to Make Capital Cost Payments.

Commencing upon the termination of the Quantification Settlement Agreement, for the
remaining 110 Calendar Years comprising the initial and renewal terms of this Allocation
Agreement, the water available for allocation to SDCWA as a result of the Projects shall
be subject to IID’s call rights and IID’s obligation to make Capital Cost Payments to

SDCWA in accordance with the provisions of Article 9 below.
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8.2  CVWD Waiver of Call Rights. CVWD waives any and all call rights it

may have to the water available for allocation to SDCWA as a result of the Projects for

the 110-Calendar Year term of this Allocation Agreement and any and all Extension

Years.

ARTICLE 9

Allocation of Water to IID

9.1 Obligation to Deliver Water During Term of Allocation Agreement.

During the term of this Allocation Agreement, the Secretary shall deliver Colorado River
water available for allocation from one or both Projects to IID each Calendar Year, as
requested by IID, in 5,000 acre-foot increments, to the extent such water is available after
allocation for the benefit of the San Luis Rey Settlement Parties under Article 7 of this
Allocation Agreement and subject to the provisions specified in Sections 9.2 through 9.5

and Section 9.7 herein.

9.2 Conditions on Delivery of Water. The Secretary’s obligation to deliver

water to IID in any given Calendar Year during the term of this Allocation Agreement

shall be conditioned upon the occurrence of each of the following:

9.2.1 The Secretary has determined the availability of sufficient water to
allocate such for the benefit of the San Luis Rey Settlement Parties under Article 7 of this

Allocation Agreement; and

9.2.2 The Secretary has determined under the Criteria for Coordinated
Long-range Operation of Colorado River Reservoirs, and any other applicable law or

policy, the existence of surplus Colorado River water for that Calendar Year; and
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9.2.3 The delivery of such water to IID will have no Effects on MWD;
and

9.2.4 1ID has requested the delivery of water from one or both of the
Projects in increments of 5,000 acre- feet of water per Calendar Year by providing written
notice to the United States, MWD and SDCWA within 60 days after declaration of a
surplus by the Secretary occurring on or before March 1 for either the current Calendar
Year or the following Calendar Year, or 30 days after declaration of a surplus by the

Secretary occurring on or after March 2 for the current Calendar Year; and

9.2.5 Neither MWD nor SDCWA has informed IID and the United
States in writing within 30 days after receipt of IID’s notice as to whether IID’s election
would have one or more Effects on MWD. If either MWD or SDCWA informs IID and
the United States that IID’s election would have one or more Effects on MWD and
provides its information, criteria, and reasoning regarding the Effects on MWD,
Reclamation will deliver such water to SDCWA. If IID disputes MWD’s or SDCWA’s
determination, the dispute shall be submitted for arbitration in accordance with Section
17.3 to determine whether to accept or reject MWD’s or SDCWA’s determination within
30 days following receipt of IID’s documentation of the information, criteria, and
reasoning on which it relies regarding the Effects on MWD, after having given full
consideration to IID and MWD’s or SDCWA'’s documentation. MWD and SDCWA
shall have 15 days following the receipt of IID’s notice of dispute to provide any
additional documentation regarding the Effects on MWD for arbitration. IID shall have
15 days following MWD’s or SDCWA'’s submittal of any additional documentation

regarding the Effects on MWD to provide its own additional documentation regarding
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new issues associated with the Effects on MWD raised by MWD or SDCWA for
arbitration. If the arbitrator finds for IID, IID shall be entitled to divert the increments of
water which is the subject of the dispute. If the arbitrator finds for MWD or SDCWA the
water shall be delivered to SDCWA. In no event shall the diversion/delivery of water to
one Party cause another Party to increase its obligation to pay back water under the
Inadvertent Overrun and Payback Policy due to such diversion. In the event water is
delivered to SDCWA which is subsequently determined should have been delivered to
IID, any obligation for repayment of such water or any related obligation shall be the sole

obligation and responsibility of SDCWA.

9.2.6 IID has advanced funds to pay its proportionate share of Costs for
any water requested by IID from the Coachella Canal Lining Project, as determined and
required under Articles 13 and 14 of this Allocation Agreement and for water from the
All American Canal and has adjusted, as applicable, amounts paid or to be paid by

SDCWA under Articles 13 and 14 of this Allocation Agreement, with a notice of same to

the Secretary.

9.3 Point of Delivery. The Secretary shall deliver any water available to IID

under this Article 9 at Imperial Dam.

9.4  Uncontrollable Forces. In the event the Secretary determines that the

amount of water available for allocation from one or both Projects is reduced due to an
Uncontrollable Force, IID shall forbear from exercising its right to water from each such
Project under this Article 9 by a proportionate amount based on the quantity of the

reduction in the total amount of water available for allocation to SDCWA from that

Project as a result of the Uncontrollable Force.
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9.5 Years 46 Through Termination of the Quantification Settlement

Agreement. In addition to IID's rights under Section 9.2, during Years 46 through
termination of the Quantification Settlement Agreement, IID may exercise its call rights
to obtain an amount not to exceed the lesser of one-half of the water available for
allocation to SDCWA as a result of the Projects or 38,850 acre- feet per Calendar Year
when the Secretary has determined under the Criteria for Coordinated Long-range
Operation of Colorado River Reservoirs, and any other applicable law or policy, the
absence of a surplus as defined in Section9.2.2 for that Calendar Year. The exercise of
IID’s call rights under this Section shall be in accordance with and subject to the
conditions set forth in Sections 9.2.1 and 9.2.6.

9.5.1 To the extent that IID exercises its call rights under this Section 9.5
in non-surplus years, during Years 46 through termination of the Quantification
Settlement Agreement this Allocation Agreement shall be extended for the number of
Calendar Years necessary for the Secretary to fully deliver to SDCWA a volume of water
equal to the volume of IID Call Water. To the extent that IID exercises its Call Rights
under Section 9.2 in surplus years in Years 46 through termination of the Quantification
Settlement Agreement, this Allocation Agreement shall be extended for the number of
Calendar Years necessary for the Secretary to fully deliver a volume of water equal to the
volume of IID Call Water, but in no event shall such extension be greater than ten (10)
Calendar Years. In each particular Extension Year, the Secretary shall deliver to
SDCWA 77,700 acre- feet or such lesser amount as will fully deliver an amount of water
equal to the remainder of the IID Call Water. The delivery of an amount of water equal

to all IID Call Water shall commence upon the completion of delivery to SDCWA of an
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amount of water equal to all Cumulative Shortage Losses pursuant to Section 5.6. IID

shall have no right to make calls on the water being delivered to SDCWA by the

Secretary in any Extension Year.

9.6  Post-Quantification Settlement Agreement. In addition to IID's rights

under Section 9.2, after the termination of the Quantification Settlement Agreement, the
Secretary’s obligation to deliver water available for allocation as a result of the Projects
to IID in any given Calendar Year shall be conditioned upon the occurrence of each of
the following:

9.6.1 The Secretary has determined the availability of sufficient water to
allocate such for the benefit of the San Luis Rey Settlement Parties under Article 7 of this
Allocation Agreement; and

9.6.2 IID has requested the delivery of water from one or both of the
Projects by providing written notice to the United States, MWD, SDCWA and CVWD
120 days prior to IID’s intended diversion of the first acre-foot of water in the following

Calendar Year; and

9.6.3 IID has advanced funds to pay, with a notice of same to the

Secretary:

9.6.3.1 its proportionate share of Costs for any water requested by
IID from the Coachella Canal Lining Project as determined and required under Articles
13 and 15 of this Allocation Agreement and for water from the All- American Canal and

has adjusted, as applicable, amounts of Costs paid or to be paid by SDCWA under

Articles 13 and 15; and
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9.6.3.2 a Capital Cost Payment to SDCWA of capital costs
calculated in accordance with Exhibit B attached hereto and incorporated herein. The
State’s contributions, which funded the Project’s or Projects’ conservation of water, shall
be deemed to have been made by SDCWA for the purposes of calculating the Capital
Cost Paymerx.

9.6.4 To the extent that IID exercises its call rights under this Section 9.6
in non-surplus years after termination of the Quantification Settlement Agreement, this
Allocation Agreement shall be extended for the number of Calendar Years necessary for
the Secretary to fully deliver to SDCWA a volume of water equal to the volume of IID
Call Water. To the extent that IID exercises its Call Rights under Section 9.2 in surplus
years after termination of the Quantification Settlement Agreement, this Allocation
Agreement shall be extended for the number of Calendar Years necessary for the
Secretary to fully deliver a volume of water equal to the volume of IID Call Water, but in
no event shall such extension be greater than ten (10) Calendar Years, minus the number
of Calendar Years extended for IID Call Rights in surplus years during Years 46 through
the termination of the Quantification Settlement Agreement. In each particular Extension
Year, the Secretary shall deliver to SDCWA 77,700 acre-feet or such lesser amount as
will fully deliver an amount of water equal to the remainder of the IID Call Water. The
delivery of an amount of water equal to all IID Call Water shall commence upon the
completion of delivery to SDCWA of an amount of water equal to all Cumulative
Shortage Losses pursuant to Section 5.6. IID shall have no right to make calls on the

water being delivered to SDCWA by the Secretary in any Extension Year.
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9.7  Unused Water. During the term of this Allocation Agreement, water

available to but not taken by IID under this Article 9 shall be delivered by the Secretary

to SDCWA.

9.8 Non-consensual Termination of the Allocation Agreement. In the event of

a non-consensual termination of the Allocation Agreement prior to 110 years from the
Effective Date plus any Extension Years due to final judgment of a court of competent
jurisdiction on litigation filed by a third party, or a final binding administrative decision
of a third party, or for any other reason, the Parties are obligated to enter into a new
agreement that effectuates the purposes of this Allocation Agreement for the period from
the date of termination through Year 110 plus any Extension Years to the extent legally
feasible. The Parties agree to defend this Allocation Agreement against such litigation or
administrative proceeding. If CVWD does not immediately enter into such a new
agreement with IID, SDCWA and MWD, notwithstanding the provisions of Section
203(c)(5) of Title I, CVWD shall compensate SDCWA for the State and SDCWA’s
collective participation in the funding of the All-American Canal Lining Project and
Coachella Canal Lining Project, respectively. If IID does not immediately enter into such
a new agreement with CVWD, SDCWA and MWD, notwithstanding the provisions of
Section 203(c)(5) of Title II, IID shall compensate SDCWA for the State and SDCWA’s
collective participation in the funding of the All-American Canal Lining Project and
Coachella Canal Lining Project, respectively. If neither IID nor CVWD immediately
enters into such a new agreement with SDCWA and MWD, notwithstanding the
provisions of Section 203(c)(5) of Title II, IID and CVWD shall compensate SDCWA for

the State and SDCWA’s collective participation in the funding of the All-American Canal
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Lining Project and Coachella Canal Lining Project, respectively. Such compensation
shall be equal to the replacement value of said Project less depreciation. Such
replacement value shall be equal to the cost of: preparing environmental documentation,
planning, designing, and constructing the Project, assuming the Project is completed on
the date of early termination of this Allocation Agreement. Such depreciated value is to
be based upon an engineering analysis by the Secretary of the remaining useful life of the
Project at the early termination of this Allocation Agreement.

ARTICLE 10

Allocation of Water to SDCWA

10.1 Obligation to Deliver Water. During Years 1 through 45 of the

Quantification Settlement Agreement, subject only to adjustments required due to either
(i) the determination by the Secretary in any year of a shortage or (ii) a Project or Projects
is complete and the cumulative amount of water conserved by the Projects is determined
to be less than 93,700 acre feet per year, the Secretary shall deliver Colorado River water

available for allocation as a result of the Projects to SDCWA each Calendar Year in

accordance with Sections 10.1.1 through 10.1.3 herein.

10.1.1 During the construction of each Project, the Secretary shall deliver
all water available for allocation from that Project to SDCWA each Calendar Year to the

extent water is available for allocation after the allocation of water under Article 7 of this

Allocation Agreement and the allocation of water to IID under Article 9 of this

Allocation Agreement.

10.1.2 After completion of the All- American Canal Lining Project, the

Secretary shall deliver 56,200 acre-feet of water per Calendar Year as a result of that
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Project to SDCWA, minus the amount of water used by IID under Article 9 of this
Allocation Agreement and minus the amount of water, if any, in excess of 11,500 acre-
feet delivered for the benefit of the San Luis Rey Settlement parties pursuant to Section
7.4.1 of this Allocation Agreement.

10.1.3 After completion of the Coachella Canal Lining Project, the
Secretary shall deliver 21,500 acre-feet of water per Calendar Year as a result of that
Project, or an amount equal to the amount conserved as a result of that Project minus
4,500 acre-feet should a determination be made to construct a parallel canal and new
siphons from Siphon 7 to Siphon 32 and should canal diversions not supply
marsh/aquatic and desert riparian habitat, to SDCWA, minus the amount of water used by
IID under Article 9 of this Allocation Agreement and minus the amount of water, if any,
in excess 0f 4,500 acre-feet delivered for the benefit of the San Luis Rey Settlement

parties pursuant to Section 7.4.2 of this Allocation Agreement.

10.2 Conditions on_Delivery of Water. The Secretary’s obligation to deliver

water to SDCWA in any given Calendar Year shall be conditioned upon the occurrence

of each of the following:

10.2.1 The Secretary has determined the availability of sufficient water to
allocate such for the benefit of the San Luis Rey Settlement Parties under Article 7 of this

Allocation Agreement and during the construction of each Project the use of such by IID

under Article 9 of this Allocation Agreement.
10.2.2 SDCWA has advanced funds to pay its proportionate share of

Costs for any water requested by SDCWA, as determined and required under Articles 13

and 15 of this Allocation Agreement.
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10.3 Point of Delivery. The Secretary shall deliver any water available for the

benefit of SDCWA under this Article 10 to a point or points of delivery along the
Colorado River from Lake Havasu to Imperial Dam or, subject to the approval of the
Secretary and subject to any additional environmental compliance, elsewhere.

104  Unused Water. During the term of this Allocation Agreement, water
available to but not taken by SDCWA under this Article 10 shall be delivered by the

Secretary in accordance with the terms of the water delivery contracts which MWD, IID,

and CVWD hold with the Secretary.

10.5 Years 46 through Termination of the Quantification Settlement

Agreement. During Years 46 through termination of the Quantification Settlement
Agreement, subject to the provisions for adjustment in Section 10.1, the Secretary’s
obligation to deliver water available for allocation aé a result of the Projects to SDCWA
in any given Calendar Year shall be conditioned upon the occurrence of each of the
following:

10.5.1 The Secretary has determined the availability of sufficient water to
allocate such for the benefit of the San Luis Rey Settlement Parties under Article 7 of this
Allocation Agreement; and

10.5.2 The Secretary has determined the availability of sufficient water to
allocate to IID pursuant to Section 9.5 of this Allocation Agreement.

10.6 Post-Quantification Settlement Agreement. After the termination of the

Quantification Settlement Agreement, the Secretary’s obligation to deliver water

available for allocation as a result of the Projects to SDCWA in any given Calendar Year
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shall be subject to the adjustments set forth in Section 10.1 and conditioned upon the
occurrence of each of the following:

10.6.1 The Secretary has determined the availability of sufficient water to
allocate such for the benefit of the San Luis Rey Settlement Parties under Article 7 of this
Allocation Agreement; and

10.6.2 The Secretary has determined the availability of sufficient water to
allocate to IID pursuant to Section 9.6 of this Allocation Agreement.

ARTICLE 11

Colorado River Compact

This Allocation Agreement is subject to the Colorado River Compact of 1922.
ARTICLE 12

Canal Lining Projects OM&R Coordinating Committees

12.1 Establishment of Committees. As a means of securing prompt, orderly

and effective cooperation and exchange of information and providing consultation,
review, recommendation, and/or approval among the Parties in connection with the
additional costs of operation, maintenance, and repair of the All-American Canal and the
Coachella Canal to be determined by the Secretary under Section 203(b) of Public Law
100-675, the Parties hereby establish the All- American Canal Lining Project OM&R
Coordinating Committee (“AAC Committee”) and the Coachella Canal Lining Project
OM&R Coordinating Committee (“CC Committee”). The AAC Committee and the CC
Committee may each also be referred to as “Committee.”

12.2 Committee Membership. During the term of the Quantification Settlement

Agreement, Committee membership and participation shall be in accordance with
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Sections 12.3 and 12.4 herein. After the termination of the Quantification Settlement
Agreement, Committee membership with respect to Section 12.3 herein shall include a
representative from each entity that is obligated to pay Costs under Article 15 of this
Allocation Agreement, together with representatives from IID and CVWD and a selected
chairperson as set forth in Section 12.3 herein. The Committees shall continue to include

a Reclamation participant as set forth in Section 12.4 herein.

12.3  Voting Members. The AAC Committee shall consist of the following

voting members: one member duly authorized and appointed each by IID, CVWD and
SDCWA; one member duly authorized and appointed by the San Luis Rey Settlement
Parties; and an additional member to be jointly appointed and agreed upon by the
Committee members appointed by IID, CVWD, SDCWA, and the San Luis Rey
Settlement Parties. The CC Committee shall consist of the following voting members:
one member duly authorized and appointed each by CVWD and SDCWA; one member
duly authorized and appointed by the San Luis Rey Settlement Parties; and an additional
member to be jointly appointed and agreed upon by the Committee members appointed
by CVWD, SDCWA, and the San Luis Rey Settlement Parties. All such members shall
have technical competence in the operation, maintenance, and repair of major water
supply facilities. IID, CVWD, SDCWA, and the San Luis Rey Settlement Parties shall
each designate its member within 30 days after the Effective Date of this Allocation
Agreement. The AAC Committee member appointed jointly by the IID, CVWD,
SDCWA, and San Luis Rey Settlement Parties members shall be the chairperson of the
AAC Committee and shall be responsible for presiding over the meetings of the AAC

Committee. The CC Committee member appointed by the CVWD, SDCWA, and San
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Luis Rey Settlement Parties members shall be the chairperson of the CC Committee and
shall be responsible for presiding over the meetings of the CC Committee. Following the
initial selection of the members, all changes in the respective Committee’s membership
shall be made promptly and in such a fashion that it will not interfere with the duties and
responsibilities of the respective Committee.

12.4 Reclamation Participation One non voting participant on each

Committee will be duly authorized and appointed by Reclamation. Reclamation's
participant will provide the respective Committee with technical information so that the
Committee may make recommendations for Reclamation's consideration.

12.5 Meetings. Each Committee chairperson shall schedule meetings of the
chairperson’s respective Committee upon the request of any member of that Committee
and shall provide each member 15 days written notice of the time, place, and subject of
the meeting. The 15-day notice period may be waived if a written waiver is signed by
each member of that Committee or by the appearance of the member(s) at the meeting.
In the event all members of that Committee are not present, the chairperson shall send a
letter with any proposed action to be taken to the absent member(s) by certified mail,
postage prepaid, return receipt requested. If the chairperson receives no written protest
from the absent member(s) within 30 days of the date of the receipt of the letter, the

proposed action shall be final.

12.6  Actions and Recommendations. All actions and recommendations of each

Committee shall be set forth in writing consistent with the intent and the rights of the
Parties under this Allocation Agreement, and limited to the duties and responsibilities

delegated to it in this Allocation Agreement. All actions and recommendations of each
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Committee shall be by majority vote of the voting members of that Committee. By
mutual written agreement among the Parties, the duties and responsibilities of each

Committee may be modified. Each Committee may retain consultants as necessary to

perform duties.

ARTICLE 13

Determination of Costs

13.1 Determination of Costs. IID and CVWD shall develop and regularly

update an operation and maintenance plan for all completed reaches of the All-American
Canal Lining Project and Coachella Canal Lining Project, respectively, from which Costs
are to be determined. Costs shall be the combined total Net Additional OM&R Costs and

Mitigation Costs as determined under this Article 13.

13.2 Net Additional OM&R Costs. Net Additional OM&R Costs shall be

determined by calculating actual costs less base costs, but not in any case to be less than
zero. Actual costs are the annual operation, maintenance, and repair costs associated with
the Project incurred by IID or CVWD in any Calendar Year after the first reach of a
Project is transferred to operations status. Base costs are the average annual operation,
maintenance, and repair costs for the ten-Calendar Year period prior to the Calendar Year
in which the first reach of that Project is transferred to operations status and for the All-
American Canal Lining Project are calculated by using the annual sum of Section 4 and
52.78 percent of Section 5 costs. Following the transfer of the first reach of a Project, but
prior to the transfer of the completed Project to operation status, a percentage of the base
cost shall be utilized for determining the Net Additional OM&R Costs. Such percentage

(expressed as a decimal) shall be equal to the length of reach(es) transferred to operation
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status for the Project divided by the total length of reaches comprising the completed
Project. Such base cost shall be changed by a price index annually. The price index to be
utilized shall be determined by the AAC Committee for both the All- American Canal
Lining Project and for the Coachella Canal Lining Project. The costs to be considered in
IID’s and CVWD's procedures, which are to be included in the All- American Canal
Lining Project and Coachella Canal Lining Project operation and maintenance plans,
respectively, to calculate the Net Additional OM&R Costs shall be limited to the
following:

13.2.1 Any operation and maintenance costs, including the cost of
insurance, directly resulting from completion of a Project which exceed the benefits
derived from increasing the regulating and storage capacity of that canal, and any repair
or other corrective action costs which would not have occurred in the absence of that
Project in the case of earthquake or other acts of God, including necessary features that
are constructed and installed to offset any loss of regulating and storage capacity of the
canal resulting from such earthquakes or other acts of God.

13.2.2 To the extent not reimbursable by insurance, any costs and claims
of injury, damages and losses suffered by IID, relating to the All- American Canal Lining
Project, or by CVWD, relating to the Coachella Canal Lining Project, which are
attributable to the operation, maintenance, and repair of the respective Project, and which
would not have occurred in the absence of the Project, including legal and other
professional services and court costs, unless attributable to the gross negligence or willful

misconduct of the agency responsible for the operation, maintenance, and repair of that
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canal or the gross negligence or willful misconduct of that agency’s officers, employees
or agents.

13.2.3 Costs charged by the AAC Committee member jointly appointed
and agreed upon by IID, CVWD, SDCWA, and the San Luis Rey Settlement Parties
members, costs charged by the CC Committee member jointly appointed and agreed
upon by CVWD, SDCWA, and the San Luis Rey Settlement Parties, and the costs
charged by consultants retained by the respective Committees following the transfer of a
Project or any particular reach thereof to operations status. The Parties do not intend for
the Committee Chairperson to devote his or her full time to the respective Committee but
rather to limit his or her involvement to preparation for and attendance at meetings,
review and approval of documents, periodic field inspection and fiscal audits, and any
other activities approved by the respective Committee relating to the respective Project.
IID, CVWD, SDCWA, and the San Luis Rey Settlement Parties shall each bear the costs
of their respective Committee representative with respect to all Committee activities.

13.3  Mitigation Costs. Mitigation Costs shall be the costs relating to the

monitoring, operation, maintenance, and repair of the mitigation features relating to each
Project, in accordance with the Environmental Commitment Plan applicable to the

Project.

13.4  Estimation of Costs. Within 45 days of the date that water is first made

available for allocation from a Project, IID for the All- American Canal Lining Project
and CVWD for the Coachella Canal Lining Project shall utilize the procedures developed
under Sections 13.1 through 13.3 herein and approved by the Committee and

Reclamation to calculate and submit estimated Net Additional OM&R Costs and
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estimated Mitigation Costs, including the associated carrying costs, to its respective
Committee for the period beginning with the date that Net Additional OM&R Costs
began to be incurred through the end of that Calendar Year. For the following Calendar
Years, the estimated Net Additional OM&R Costs and the estimated Mitigation Costs
shall be prepared prior to September 15th of each Calendar Year for the following

Calendar Year.

13.5 Approval of Costs. Within 90 days of the date that water is first made

available for allocation as a result of a Project and in the following Calendar Years prior
to November 1st, the Committee for that Project shall review the estimated Net
Additional OM&R Costs and the estimated Mitigation Costs for the respective period,
and either accept them or suggest any modification thereto. If accepted, the Committee
shall recommend them to the Secretary for approvai and they shall be tilized for billing
when approved. If the Committee suggests modifications, IID for the All- American
Canal Lining Project and CVWD for the Coachella Canal Lining Project may submit
revised estimated Net Additional OM&R Costs and/or Mitigation Costs to the Committee
within 120 days of the date that water is first made available for allocation from a Project
and November 30th for the following Calendar Years. Within 15 days after receipt, the
Committee shall review and either accept the revised estimated Net Additional OM&R
Costs and/or revised estimated Mitigation Costs and recommend them for approval by the
Secretary or reject them and suggest changes. If IID does not accept the suggestions of
the AAC Committee, or if CVWD does not accept the suggestions of the CC Committee,
the determination of the Net Additional OM&R Costs and/or the estimated Mitigation

Costs shall be subject to the provisions of Article 17 of this Allocation Agreement and

- 44 -



the decision from that process shall be forwarded as a recommendation to the Secretary
for approval by the Secretary and when approved shall be utilized for billing purposes for
the next Calendar Year. If the Committee does not respond within 45 days after receipt
of estimated Net Additional OM&R Costs and Mitigation Costs or within 15 days of
receipt of a revised estimate, the Net Additional OM&R Costs and Mitigation Costs
contained in IID or CVWD’s estimate or revised estimate, as the case may be, shall be
forwarded for approval by the Secretary and when approved, utilized for billing purposes

for the next Calendar Year.

ARTICLE 14

Invoicing and Payment of Costs

14.1 Invoicing. Within 135 days of the date that water is first made available
for allocation from a Project, and thereafter prior to December 16th of each Calendar
Year, IID for the All- American Canal Lining Project, and CVWD for the Coachella
Canal Lining Project, shall, by certified mail, send an invoice to the San Luis Rey
Settlement Parties and an invoice to SDCWA for their respective proportionate shares,
determined in accordance with Articles 13 and 15 of this Allocation Agreement, of the
estimated Costs for the following Calendar Year. CVWD shall in any Calendar Year in
which IID has exercised its rights under Article 9 of this Allocation Agreement, by
certified mail, send an invoice to IID for its respective proportionate share and adjust as
applicable SDCWA's share by an equivalent amount, determined in accordance with
Articles 13 and 15 of this Allocation Agreement, of the estimated Costs for the following
Calendar Year. After the termination of the Quantification Settlement Agreement,

SDCWA shall by certified mail send an invoice to IID for the Capital Cost Payment at
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least 35 days prior to IID’s intended diversion of the first acre-foot of IID Call Water in
the following Calendar Year. The invoices shall be submitted to:

San Luis Rey Indian Water Authority
Attention: General Manager

P.O. Box 428

Pauma Valley, California 92061

Vista Irrigation District

Attention: General Manager

1391 Engineer Street

Vista, California 92081

City of Escondido

Attention: City Manager

Civic Center Plaza

201 North Broadway

Escondido, California 92025

Imperial Irrigation District

Attention: General Manager

P.O. Box 937

Imperial, CA 92251

San Diego County Water Authority

Attention: General Manager

4677 Overland Avenue

San Diego, CA 92123

14.2 Payment. The San Luis Rey Settlement Parties, SDCWA and IID, shall

each pay the amounts of the first invoices received with respect to each Project within 45
days of receipt of its respective invoice. Thereafter, the San Luis Rey Settlement Parties,
SDCWA and IID shall each pay the amount of its respective invoice prior to the Due
Day. In the event that any payment is delinquent, an additional charge equal to two
percent of such delinquent payment for each month or portion thereof that such payment

remains delinquent shall be assessed, and the delinquent Party shall pay such charge in

addition to the amount of such delinquent payment. Notwithstanding the above, if the
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total period of delinquency does not exceed five business days, the additional charge shall
be equal to one percent of such delinquent payment. Invoices for delinquencies including
additional charges shall be mailed not later than the tenth day following the Due Day.

14.3  Deposit of Funds. IID for the All-American Canal Lining Project and

CVWD for the Coachella Canal Lining Project shall promptly deposit the funds received
from the San Luis Rey Settlement Parties in a separate legally permissible interest-
bearing account, and shall promptly deposit the funds received from SDCWA in another
separate legally permissible interest-bearing account. CVWD shall promptly deposit the
funds received from IID in a third separate legally permissible interest-bearing account.
Each account shall be opened at a bank or trust company having trust assets of at least
five hundred million dollars ($500,000,000). Eligibility for deposit of the funds received
shall be limited to those financial institutions that maintain a rating equivalent to a Keefe
Bank Watch Service of "B/C" or better. Interest on the funds on deposit in such accounts
shall be retained therein and used to pay Costs. IID and CVWD shall make withdrawals
from the accounts only for approved Costs.

14.4  Unanticipated Costs. If the amount billed by IID or CVWD and paid by

the San Luis Rey Settlement Parties, SDCWA, and IID in any Calendar Year in which
IID has exercised its rights under Article 9 of this Allocation Agreement, is insufficient to
cover the Costs for the Calendar Year invoiced, IID for the All- American Canal Lining
Project or CVWD for the Coachella Canal Lining Project shall submit a revised estimate
of Costs to the applicable Committee for the balance of said period which reflects the
unanticipated costs. Within 15 days thereafter, the Committee shall review the

unanticipated costs and either accept them or suggest any modification thereto. If

- 47 -



accepted, the Committee shall recommend them to the Secretary for approval. If IID for
the All- American Canal Lining Project or CVWD for the Coachella Canal Lining Project
does not accept any modification suggested by the Committee, the determination of the
Costs shall be subject to the provisions of Article 17 of this Allocation Agreement and
the result of that process shall be forwarded to the Secretary for approval. Within 7 days
following approval of the revised estimate of Costs by the Secretary, IID or CVWD as
the case may be shall send invoices by certified mail to appropriate entities reflecting the
increased costs, and those entities shall pay the invoiced amounts within 30 days after
receipt. If the 30th day falls on a Saturday, Sunday or a State legal holiday, the due day

shall be the next succeeding business day.

14.5 Payment of Costs in Dispute by a Party. If a Party disputes an amount in

an invoice, within 30 days of receipt of the invoice, payment of the undisputed amount
and 50 percent of the disputed amount shall be made. The determination of the propriety
of the disputed amount shall be subject to the provisions of Article 17 of this Allocation
Agreement. In the event that the disputed amount is determined to be an improper
charge, the 50 percent of the disputed amount paid shall be returned, together with
interest earned. In the event that the disputed amount is determined to be a proper
charge, the 50 percent of the disputed amount unpaid shall be paid with interest as if 1t

were a delinquent payment.

14.6  Receipt of Excess Payment If the amounts paid by the San Luis Rey

Settlement Parties, SDCWA and IID pursuant to all invoices during a Calendar Year,
together with the interest eamed on the funds, are in excess of the actual costs to date for

that Calendar Year and the remaining projected costs for the Calendar Year, as projected
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on December 1st of that Calendar Year, IID for the All-American Canal Lining Project
and CVWD for the Coachella Canal Lining Project shall credit the excess (including both
principal and interest) against the first payments due in the following Calendar Year, and
shall show such credit on the invoices sent. To the extent the excess amount exceeds the
first invoices sent, the amount of the remaining excess funds shall be credited to
successive payments due until exhausted, and shall show such credits on the invoies
sent. Any funds remaining in these accounts upon termination of rights to receive water

under this Allocation Agreement shall be refunded within 30 days.

ARTICLE 15

Obligation to Pay and Allocation of Project Costs

15.1 Obligation to Pay. During the term of the Quantification Settlement

Agreement, the San Luis Rey Settlement Parties, SDCWA, and, to the extent IID
exercises its rights to water allocated from the Coachella Canal Lining Project, IID, shall
pay the Costs determined to be the respective share of each such entity in accordance
with this Article 15 of this Allocation Agreement. After the termination of the
Quantification Settlement Agreement, Costs will continue to be allocated in accordance
with the procedures of this Article 15. The Secretary shall not deliver water allocated as

a result of the Projects to any entity except after:

15.1.1 Payment of Costs to IID for the All-American Canal Lining Project
and to CVWD for the Coachella Canal Lining Project, as such Costs are allocated in this
Article 15 and in accordance with the invoicing and payment procedures set forth in

Article 14 of this Allocation Agreement; and
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15.1.2 Payment of Capital Cost Payments to SDCWA, as applicable

under Article 9 of this Agreement, pursuant to Exhibit B.

15.2  Allocation of Costs. Each entity shall pay its proportionate share of the

Costs.

15.2.1 The Costs attributable to each entity for water allocated to or for
the benefit of that entity from each Project will be based on the ratio of the amount of
water made available to or for the benefit of that entity from a Project and the total
amount of water conserved on a Calendar Year basis from that Project. The ratio for
each Project shall be multiplied by the Costs for that Project to determine the entity’s
proportionate share of the Costs for that Project.

15.2.2 Should a Party not pay or pay an insufficient amount of the Costs
within 30 days of the Due Day, IID for the All-American Canal and CVWD for the
Coachella Canal shall send a Notice of Default by certified mail, return receipt requested,
to the defaulting entity. If within five business days of receipt of that Notice of Default
by the defaulting entity full payment has not been received, IID for the All-American
Canal Lining Project and CVWD for the Coachella Canal Lining Project shall, during the
term of the Quantification Settlement Agreement, inform the United States and SDCWA
on the sixth business day following receipt of the Notice of Default by the defaulting
entity, and the Secretary shall deliver an amount of water equal to the amount of water
for which the Costs have not been paid to SDCWA, upon payment by SDCWA within 30
days of SDCWA’s receipt of the notice from IID or CVWD as the case may be. After
the term of the Quantification Settlement Agreement, IID and CVWD shall inform the

United States, SDCWA, and such other entity or entities as will then be entitled to the
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delivery of this water of its availability and, upon full payment of the unpaid Costs within
30 days of that entity’s receipt of the notice from IID or CVWD, the United States shall
deliver the water to that entity or entities entitled to the delivery including, if applicable,
delivery to SDCWA. Any dispute as to the entity or entities entitled to the delivery of the
water shall be subject to the provisions of Article 17 of this Allocation Agreement.

15.2.3 The Secretary shall not deliver water to an entity that is not a Party
unless IID or CVWD as the case may be has notified the Secretary that all Costs,
including a revised estimate of Costs approved by the Secretary under Section 13.5
herein, to be paid by that entity have been paid. Should an entity that is not a Party not
pay or pay an insufficient amount of the Costs within 30 days of the Due Day, IID for the
All-American Canal and CVWD for the Coachella Canal shall send a Notice of Default
by certified mail to the defaulting entity. If within five business days of receipt of that
Notice of Default by the defaulting entity full payment has not been received, IID for the
All-American Canal Lining Project and CVWD for the Coachella Canal Lining Project
shall, during the term of the Quantification Settlement Agreement, inform the United
States and SDCWA on the sixth business day following receipt of the Notice of Default
by the defaulting entity, and the Secretary shall deliver an amount of water equal to the
amount of water for which the Costs have not been paid to SDCWA, upon payment by
SDCWA within 30 days of SDCWA’s receipt of the notice from IID or CVWD as the
case may be. After the term of the Quantification Settlement Agreement, IID and CVWD
shall inform the United States, SDCWA, and such other entity or entities as may then be
entitled to the delivery or exchange of this water of its availability and, upon full payment

of the unpaid Costs within 30 days of that entity’s receipt of the notice from IID or
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CVWD, the United States shall deliver the water to that entity or entities entitled to the
delivery, or, if applicable, to SDCWA. Any dispute as to the entity or entities entitled to
the delivery of the water shall be subject to the provisions of Article 17 of this Allocation
Agreement.

15.2.4 In any Calendar Year in which an entity declines to take a portion
of water made available for allocation to or for the benefit of that entity as a result of the
Projects, and another entity is entitled to and elects to receive and pay for that amount of
water, the first entity shall be relieved of its obligation to pay the Costs for that amount of

water but only to the extent that the Costs are paid by the second entity.

15.2.5 No entity shall be required to pay IID the Costs associated with
water resulting from the All- American Canal Lining Project which is allocated to IID,
and no entity shall be required to pay CVWD the Costs associated with water resulting

from the Coachella Canal Lining Project which is allocated to CVWD.

ARTICLE 16

Audit and Limitation on Use of Funds

16.1  Audit of Costs. Annually, upon 10 days’ written notice, the San Luis Rey
Settlement Parties, and/or SDCWA may audit or cause to be audited records of
expenditures of funds provided by the San Luis Rey Settlement Parties and/or SDCWA,
respectively. IID shall keep separate records of such funds and expenditures thereof for
the Costs associated with the All-American Canal Lining Project, in accordance with
generally accepted accounting practice. CVWD shall keep separate records of such funds
and expenditures thereof for the Costs associated with the Coachella Canal Lining

Project, in accordance with generally accepted accounting practices. Should the audit
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reveal that the San Luis Rey Settlement Parties and/or SDCWA paid an amount(s) greater
than that which was proper, IID and/or CVWD shall refund within 30 days the difference
between the amount paid and the proper amount, with accrued interest earned. Unless the
San Luis Rey Settlement Parties and/or SDCWA challenge the expenditures within one
Calendar Year after submittal of the records by IID and/or CVWD, respectively, the
expenditures shall be deemed to have been accepted by the San Luis Rey Settlement

Parties and/or SDCWA, respectively.

16.2 Limitation of Use of Funds. Funds provided by the San Luis Rey

Settlement Parties and/or SDCWA under this Allocation Agreement shall not be used by
IID and/or CVWD for negotiations with the San Luis Rey Settlement Parties and/or
SDCWA or legal fees incurred by IID and/or CVWD to resolve disputes with the San
Luis Rey Settlement Parties and/or SDCWA regarding interpretation or enforcement of
this Allocation Agreement.

ARTICLE 17

Dispute Resolution

17.1 Informal Resolution. The Parties shall attempt to resolve any dispute

relating to this Allocation Agreement through a meeting of the Parties. A Party
requesting resolution of a dispute shall send written notice to all other Parties, which shall
set forth in detail the position of the Party requesting resolution. Within 30 days of the
notice being sent the Regional Director of Reclamation’s Lower Colorado Region, the
General Manager of SDCWA, the General Manager-Chief Engineer of CVWD, the
General Manager of 1ID, the Utilities Director of Escondido, the General Manager of

Vista, and the General Manager of the Indian Water Authority, and the Chairperson of
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each of the Indian Bands, or each of their respective authorized representatives shall meet
and attempt to resolve the dispute by a unanimous decision. In the event that all Parties’
representatives are not present, a letter with the proposed action, signed by all the
attending Parties’ representatives, shall be sent to each absent Party’s representative by
certified mail, postage prepaid, return receipt requested. If no written protest from an
absent Party’s representative is sent to the other Parties within 30 days of the date of
receipt of the letter with the proposed action, the decision shall be deemed unanimous
and become final. Any written protest shall be mailed to each other Party’s
representative, and to each of the Parties by certified mail, postage prepaid, retumn receipt
requested. Each Party shall bear its own expense for the dispute resolution process. Any
resolution shall be in writing and be binding on the Parties. To the extent the dispute is
not resolved by the Parties’ representatives within 40 days of the conclusion of the
dispute resolution meeting, the Parties shall try in good faith to settle the dispute in
accordance with Section 17.2 herein before resorting to litigation.

17.2  Mediation To the extent any dispute other than a dispute involving the
determination of Costs to which the United States is not a party is not resolved by a
meeting or following the meeting written communication among the Parties’
representatives in accordance with Section 17.1 herein, the non-federal Parties shall try in
good faith to settle the dispute by mediation under the Commercial Mediation Rules of
the American Arbitration Association, each party to bear its own costs.

17.3  Arbitration Any dispute to which the United States is not a party
involving the determination of Costs shall be submitted to binding arbitration under the

Commercial Arbitration Rules of the American Arbitration Association except as
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otherwise provided herein if not resolved under Section 17.1 herein, each party to bear its
own costs. Any dispute involving MWD’s or SDCWA’s determination that ITID’s
election under Section 9.2.5 would result in Effects on MWD shall be submitted to
binding arbitration under the Commercial Arbitration Rules of the American Arbitration
Association Expedited Procedures. Judgment upon the award rendered by the arbitrators

(arbitrator in Expedited Procedures) may be entered in any court having jurisdiction

thereof.

17.3.1 Positions on Issues. Within 15 days after receipt of a notice for

request for arbitration, MWD or SDCWA (if the dispute involves Effects on MWD), the
San Luis Rey Settlement Parties, CVWD (if the dispute involves the Costs for the
Coachella Canal Lining Project), IID (if the dispute involves Costs for the Coachella
Canal Lining Project which IID is obligated to pay or has paid), and IID (if the dispute
involves the Costs for the All-American Canal Lining Project) shall endeavor to agree
such that only two positions on each issue exist. They shall endeavor to align themselves
into two groups according to the positions taken on each issue. Each group shall select
one person to act as arbitrator within 45 days after the receipt of a notice for request for
arbitration. If they are unable to align themselves into two groups, the two arbitrators
shall be selected pursuant to the Commercial Arbitration Rules within 60 days after the
receipt of a notice of request for arbitration. On each issue to be resolved, each of the
two groups shall, within 75 days after the receipt of a notice of request for arbitration
select one arbitrator and shall notify the other group in writing of its selection. The two
arbitrators so selected shall select a third arbitrator within 30 days following the selection

of the last of the two arbitrators. If the arbitrators selected by the groups are unable or
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fail to agree upon a third arbitrator, the American Arbitration Association shall select the
third arbitrator. The third arbitrator shall act as chairperson of the arbitration panel and
shall be independent from all Parties, having no past, present, or pending relationship
with any of the Parties unless unanimously consented thereto by the Parties to the

dispute.

17.3.2 Arbitration Limitation The arbitration shall be limited to the

consideration and resolution of the issue(s) submitted. For arbitration regarding Effects
on MWD, the arbitrator shall rely only on the documentation submitted by MWD,
SDCWA and IID regarding Effects on MWD in reaching a decision. The panel of
arbitrators, or in the case of arbitration regarding Effects on MWD the arbitrator, shall not
rewrite, change, or amend this Allocation Agreement.

17.3.3 Award of Arbitrators and Allocation of Expenses of Arbitration

Except for Arbitration Regarding Effects on MWD. The award of the arbitrators shall be

in writing, shall be accompanied by a reasoned opinion, shall be signed by at least two of
the arbitrators, and shall be rendered within 30 days after the arbitration hearing. Each
party shall bear the expense of its own counsel, experts, witnesses, and preparation and
presentation of evidence. The administrative fees of arbitration and arbitrators’ fees shall
be borne 50 percent by the respective district, SDCWA or IID, which is obligated to pay
or has paid the Costs which are the subject of the arbitration, 33 1/3 percent by CVWD-if
the dispute involves the Costs for the Coachella Canal Lining Project, 33 1/3 percent by
IID-if the dispute involves the Costs for the All- American Canal Lining Project, and 17

percent by the San Luis Rey Settlement Parties.
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17.3.4 Award of Arbitrator and Allocation of Expenses of Arbitration

Regarding Effects on MWD. The award of the arbitrator shall be in writing, shall be

accompanied by a reasoned opinion, shall be signed by the arbitrator, and shall be
rendered within 14 days after the arbitration hearing. Each party shall bear its own
expenses. The administrative fees of arbitration and arbitrator’s fees shall be borne 50

percent by SDCWA and 50 percent by 1ID.

17.4 Disputes Involving the United States. Disputes under this Allocation

Agreement involving the United States shall be presented first to the Regional Director of
the Lower Colorado Region of the Bureau of Reclamation. The Regional Director shall
be deemed to have denied the other Party’s or Parties’ contention(s) or claim(s) if the
Regional Director does not act upon those contention(s) or claim(s) within 30 days of
their having been presented. The decision of the Regional Director shall be subject to

appeal to the Commissioner by a notice of appeal accompanied by a statement of reasons
filed with the Commissioner within 30 days after such decision. The Commissioner shall
be deemed to have denied the appeal if the Commissioner does not act upon the appeal
within 30 days of filing. The decision of the Commissioner shall be subject to appeal to
the Secretary by a notice of appeal accompanied by a statement of reasons filed with the
Secretary within 30 days after such decision. The Secretary shall be deemed to have
denied the appeal if the Secretary does not act upon the appeal within 30 days of filing.
The decision of the Secretary may then be appealed to the federal courts to the extent

permitted by and in accordance with federal law.
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ARTICLE 18
Counting Days
Days shall be counted by excluding the first day and including the last day, unless
the last day is not a business day, and then it shall be excluded. Any act required by this
Allocation Agreement to be performed by a certain day shall be timely performed if it is
completed before 5:00 p.m. Pacific Time on that date, unless otherwise specified. If the
day for performing any obligation under this Allocation Agreement is not a business day,
then the time for performing that obligation shall be extended to 5:00 p.m. Pacific Time

on the next business day.

ARTICLE 19
Liability and Indemnity

19.1 Liability. No Party to this Allocation Agreement nor any of its directors,
officers, agents, employees or authorized volunteers shall be responsible for any damage
or liability occurring by reason of anything done or omitted to be done by any other Party
to this Allocation Agreement in connection with any work, obligation, authority, or any
criteria arising out of this Allocation Agreement.

19.2 Indemnity. Each nonfederal Party to this Allocation Agreement shall
defend, indemnify, and hold each other Party to this Allocation Agreement, its directors,
officers, agents, employees and authorized volunteers, harmless against all liability,
claims, or other loss, and whether direct, or indirect or consequential, which may occur as
a result of activities conducted by it under this Allocation Agreement, together with
reasonable attorney's fees and costs and expenses incurred by a Party in negotiating,

settling, defending, or otherwise protecting against such liability, claims, and loss.
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ARTICLE 20
Non-waiver
None of the provisions of this Allocation Agreement shall be considered waived
by any Party, except when such waiver is given in writing. The failure of a Party to insist
in any one or more instances upon strict performance of any of the provisions of this
Allocation Agreement or to take advantage of any of its rights hereunder shall not be
construed as a waiver of any such provisions or its relinquishment of any such rights for

the future, but such provisions and rights shall continue and remain in full force and

effect.

ARTICLE 21

No Third-party Rights

This Allocation Agreement is made solely for the benefit of the Parties and their
respective permitted successors and assigns. Except for such a permitted successor or
assign, no other person or entity may have or acquire any right by virtue of this

Allocation Agreement.

ARTICLE 22

Uncontrollable Forces

None of the Parties shall be considered to be in default in respect to any
obligation hereunder, if prevented from fulfilling such obligation by reason of an
Uncontrollable Force. Any Party rendered unable to fulfill any obligation by reason of an
Uncontrollable Force shall give prompt written notice of such fact to the Party to whom

the obligation is owed and shall exercise due diligence to remove such inability with all

reasonable dispatch.
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ARTICLE 23

Remedies Cumulative

The Parties do not intend that any right or remedy available to a Party on the
breach of any provision under this Allocation Agreement be exclusive; each such right or
remedy is cumulative and in addition to any other remedies provided in this Allocation
Agreement or otherwise available at law or in equity. If the non-breaching Party fails to
exercise or delays in exercising any such right or remedy, the non-breaching Party does
not thereby waive that right or remedy. In addition, no single or partial exercise of any
right, power or privilege precludes any other or further exercise of a right, power or
privilege granted by this Allocation Agreement or otherwise.

ARTICLE 24

General Settlement Provisions: No Admission of Settlement Terms;

Reservation of Rights and Claims

IID, CVWD, and MWD do not agree on the nature or scope of their relative rights
to the delivery, use, or transfer of Colorado River water. IID, CVWD, MWD and
SDCWA acknowledge that this Allocation Agreement is, in fact, a settlement and thus
may not be used for any purpose in any judicial, legislative or administrative proceeding,
and may not be used by IID, CVWD, MWD or SDCWA in any future attempt to

reallocate water rights or to reorder the priorities of IID, CVWD, and/or MWD upon the
termination of the Quantification Settlement Agreement. Subject to the provisions of this
Allocation Agreement which compromise such matters, the legal rights, duties,
obligations, powers and claims of each Party are preserved and may be acted upon by any

Party during the term of this Allocation Agreement.
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ARTICLE 25

Representations and Warranties

25.1 Legal Power and Authority. Each Party warrants that it has the authority

to enter into this Allocation Agreement and to perform its obligations hereunder and that
the person executing this Allocation Agreement on behalf of that Party has the authority

to do so.

25.2 Valid and Binding Agreement. This Allocation Agreement constitutes a

valid and binding agreement of each Party, enforceable against each Party in accordance
with its terms.
ARTICLE 26
Governing Law
This Allocation Agreement shall be interpreted, governed by and construed under
the laws of the State and any applicable Federal law, including Public Law 100-675 as
amended. In case of conflict between Federal and State law, Federal law controls.
ARTICLE 27
Binding Effect
This Allocation Agreement is and will be binding upon and will inure to the
benefit of the Parties and, upon dissolution, the legal successors and assigns of their
assets and liabilities.
ARTICLE 28

Interrelationship with Existing Agreements

Existing contracts and agreements entered into by the Secretary for the delivery of

Colorado River water shall remain in full force and effect in accordance with their terms
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and, with this Allocation Agreement, shall govern the delivery and use of Colorado River
water allocated as a result of the Projects. Neither the Secretary nor the San Luis Rey
Settlement Parties are party to the Quantification Settlement Agreement, and the rights
and responsibilities of the Secretary and the San Luis Rey Settlement Parties with respect
to the allocation of water conserved by the All American Canal Lining Project and the
Coachella Canal Lining Project are as set forth in this Allocation Agreement and are not
affected by the Quantification Settlement Agreement.
ARTICLE 29
Modification
This Allocation Agreement may be supplemented, amended, or modified only by
the written agreement of the Parties. No supplement, ame ndment, or modification will be
binding unless it is in writing and signed by all Parties.
ARTICLE 30
Ambiguities
Each Party and its counsel have participated fully in the drafting, review and
revision of this Allocation Agreement. A rule of construction to the effect that
ambiguities are to be resolved against the drafting Party will not apply in interpreting this

Allocation Agreement, including any amendments or modifications.

ARTICLE 31

Authorized Representatives

Each Party shall designate an authorized representative in writing within 30 days

following the execution of this Allocation Agreement. The authorized representatives
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shall serve as communication links among the Parties on all matters relating to this

Allocation Agreement.
ARTICLE 32
Notices

32.1 Forms of Notice and Addresses for Notice. All notices, requests,

demands, or other communications under this Allocation Agreement must be in writing
and sent to the addresses of each entity or Party set forth below. Notice will be
sufficiently given for all purposes as follows:

Personal Delivery. When personally delivered to the recipient. Notice is
effective on delivery.

Certified Mail. When mailed certified mail, return receipt requested. Notice is
effective on receipt, if a return receipt confirms delivery.

Overnight Delivery. When delivered by an overnight delivery service such as
Federal Express, charges prepaid or charged to the sender's account. Notice is effective
on delivery, if delivery is confirmed by the delivery service.

Facsimile Transmission. Notice is effective on receipt, provided that the
facsimile machine provides the sender a notice that indicates the transmission was
successful, and that a copy is mailed by first-class mail on the facsimile transmission
date.

Addresses for purpose of giving notice are as follows:
If to the United States of America:  Department of the Interior
Attention: Secretary of the Interior

1849 C Street, N.W.
Washington, D.C. 20240-0002
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CC:

1If to MWD:

by personal service or

overnight delivery:

by U.S. mail:

If to CVWD:

by personal service or

overnight delivery:

by U.S. mail:

If to IID:

by personal service or

overnight delivery:

by U.S. mail:
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Bureau of Reclamation

Lower Colorado Region
Attention: Regional Director
P.O. Box 61470

Boulder City, NV 89006-1470

Bureau of Reclamation
Yuma Area Office
Attention: Area Manager
7301 Calle Agua Salada
Yuma, AZ 85365

The Metropolitan Water District

of Southern California
Attention: Chief Executive Officer
700 North Alameda Street
Los Angeles, California 90012-2944

P.O. Box 54153
Los Angeles, California 90054-0153

Coachella Valley Water District

Attention: General Manager-Chief
Engineer

Highway 111 and Avenue 52

Coachella, California 92236

P.O. Box 1058
Coachella, California 92236

Imperial Irrigation District
Attention: General Manager
333 E. Barioni Boulevard
Imperial, California 92251

P.O. Box 937
Impenial, California 92251



CcC:

If to SDCWA

If to the City of Escondido:

If to Vista Irrigation District:

If to San Luis Rey River
Indian Water Authority:

If to La Jolla Band
Of Mission Indians:

If to Pala Band
of Mission Indians:
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John P. Carter, Esq.

Horton, Knox, Carter & Foote
895 Broadway

Suite 101

El Centro, CA 92243

San Diego County Water Authority

Attention: General Manager
4677 Overland Avenue
San Diego, CA 92123

City of Escondido

Attention: City Manager
Civic Center Plaza

201 North Broadway
Escondido, California 92025

Vista Irrigation District
Attention: General Manager
1391 Engineer Street

. Vista, California 92081

San Luis Rey River Indian Water
Authority

Attention: General Manager

P. O. Box 428

1010 Pauma Reservation Road

Pauma Valley, California 92061

La Jolla Band of Mission Indians
Attention: Chairperson

Star Route 158

22000 Highway 76

Valley Center, CA 92082

Pala Band of Mission Indians
Attention: Chairperson

P.O. Box 43

35955 Pala Temecula Road
Pala, CA 92059-0043



If to Pauma Band
of Mission Indians: Pauma Band of Mission Indians

Attention: Chairperson

P.O. Box 369

1010 Pauma Reservation Road
Pauma Valley, California 92061

If to Rincon Band
of Mission Indians Rincon Band of Mission Indians

Attention: Chairperson
P.O. Box 68

33750 Valley Center Road
Valley Center, CA 92082

If to San Pasqual Band
of Mission Indians: San Pasqual Band of Mission Indians

Attention: Chairperson
P.O. Box 365
27458 North Lake Wohlford Road

Valley Center, California 92082

32.2 Refused, Unclaimed or Undeliverable Notices. A correctly addressed

notice that is refused, unclaimed, or undeliverable because of an act or omission by the
Party to be notified will be deemed effective as of the first date that notice was refused,
unclaimed, or deemed undeliverable by the postal authorities, messenger, or overnight

delivery service.

32.3 Change of Address. Any Party or entity may change its address for notice

by written notice given to the other in the manner provided in Section 32.1 herein.
ARTICLE 33
Judicia] Remedies Not Foreclosed
Except as provided in Article 17 of this Allocation Agreement nothing herein
shall be construed (1) as depriving any Party from pursuing and prosecuting any remedy

in any appropriate court of the United States or the State which would otherwise be
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available to such Party, or (2) as depriving any Party of any defense thereto which would

otherwise be available.
ARTICLE 34

Availability of Information

All information and data obtained or developed with the performance of duties
mentioned in this Allocation Agreement shall be available upon request to a Party, except
where prohibited by law. However, use of said reports, data and information shall

appropriately reference the source for the respective documents.

ARTICLE 35

Time of the Essence

Time is of the essence of and under this Allocation Agreement and of every

provision thereof.
ARTICLE 36

Relation to Reclamation Law

Pursuant to Section 209 of Title II, this Allocation Agreement shall not be deemed
to be a new or amended contract for the purpose of Section 203(a) of the Reclamation
Reform Act of 1982 (Public Law 97-293, 93 Stat. 1263).

ARTICLE 37

Counterparts

This Allocation Agreement may be executed in counterparts, each of which, when
executed and delivered, shall be an original and all of which together shall constitute one

instrument, with the same force and effect as though all signatures appeared on a single

document.
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ARTICLE 38

Additional Parties

38.1 Additional Parties. The Parties agree that after the initial execution of this

Allocation Agreement that additional entities may become Parties to this Allocation
Agreement in the manner set forth in this Article 38.

38.2 PVID. PVID may become a Party to this Allocation Agreement by
adopting a resolution giving PVID’s consent to the delivery of water available for
allocation as a result of the Projects in accordance with the terms of this Allocation
Agreement and acknowledgment of the Costs associated with that water and delivering
certified copies of the resolution in a quantity commensurate with the number of then
existing Parties to the Secretary. Upon receipt of these documents by the Secretary,
PVID shall be deemed a Party to this Allocation Agreement and bound by its terms. The
Secretary shall promptly distribute the certified copies to all then existing Parties to the
Allocation Agreement.

ARTICLE 39

Obligations of United States

All obligations of the United States under this Allocation Agreement are subject

to the availability of appropriations made by the Congress.
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IN WITNESS THEREOF, the Parties have hereunto set their hands on the date
first above written.

THE UNIT TATES OF A
By:

Approved as to form: W /. %

THE METROPOLITAN WATER DISTRICT

Chief.Bxecutive Officer

General Manager-Chief Engineer
Approved as to fo
By: -
IMPE GATION DISTRICT
B ol /W
General Manager
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SAN DIEGO COUNTY WATER AUTHORITY

B\\ N T“ k%(““

Gene\al Manager
Approved as to form /
"By:_- ”/, N
CITY PF/ESCON IDO
By:
Mayor
ﬁ(‘{) V7
- City Clerk
A .
Approved as / 6—3 -
By:_ ¥ /-~ Y\,

VISTA IRRI?ATION DISTRICT

ol (2 et
y%f////

Premden(, Board of Directors

Approved as to fonyeo, _;7'_.7““ é

By:
SAN LUIS R INDIAN WATER AUTHORITY
By:: — \Z‘f ¢ Ad,;

Generat-Marmager (, . ‘\-7( L e O,

Approved as to forin: & g
By: YIS .

! '\\\4 | —
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LA JOLLA BAN OF MISSION INDIANS
/ 9

By:C‘ﬁ’7 f L‘&flL&./// /C\/
& 7\

Chairperson
Approved as to fo ; \]_
By: \,L\A\' > K,( by (o
PALA B MISSION AN S
ByL_/ -
éhalrperson

(2

APproveBd as to iom%ﬂ(//{z/ 7///7/%1//,«/ 2,

PAUMA BAND OF MISSION INDIANS

By: (ﬂmc/f/ ( ¢ ;!(L iz a,/vi/’/'“
Chairperson

Approvgc; fas tq"\fqu& &(g _ \{{(w\ (—

RINCON BAND OF MISSION INDIANS

By: 2 ///zzfﬁ

> -~ Chairperson |

- ‘\‘ '
Approv}eadyas to fi \,\, H’ . \L(m{ (==

SAN PASQUA}‘ BA,ND OF ,MI,SSION INDIANS

Cy'c D 7

// ' Chairpqx{on

Approved as Io—form . v ]
NE <"_W b ‘\ R L\,Q,W&,g, v owe ‘\L %\:‘\ )
{
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EXHIBIT A

Amount of Water Conserved by Lining Each of the
Reaches of the All- American Canal and Coachella Canal

Water Available for Allocation as a Result of AlFAmerican Canal Lining Project

Present seepage and estimated yield based on Table III-1 and Table III-2 of the March
1994 All American Canal Lining Project Final Environmental Impact
Statement/Environmental Impact Report

(acre-feet per Calendar Year)

Present Lined Reduced Other
Canal Reach Seepage Leakage Evaporation Adjustments* Water Yield
Rock Section 2 to Drop 1 59,200 9,200 (850) 0 50,850
Drop 1 to Drop 2 17,900 3,500 (300) 0 14,700
Drop 2 to Drop 3 7,400 3,600 (350) (2,000) 2,150
84,500 16,300 (1,500) (2,000) 67,700

*Estimated amount of All-American Canal Lining Project-induced seepage below Drop 3.

Should one or more reaches be substantially completed on a date other than on December
31 of a Calendar Year, the amount of All- American Canal Lining Project Conserved
Water which will result for the remainder of that Calendar Year will be determined by
calculating the ratio of the remaining amount of water projected to flow in the All-
American Canal past Pilot Knob for that Calendar Year to the amount of water which has
flowed in the All- American Canal past Pilot Knob for that Calendar Year as of the date of
transfer to operation status plus the remaining amount of water projected to flow in the
All-American Canal past Pilot Knob for the remainder of that Calendar Year and

multiplying that ratio by the Water Yield.

-72-



Water Available for Allocation as a Result of Coachella Canal Lining Project

Seepage by Reach and Reduction per December 1993 Draft Environmental Impact
Statement/Report (EIS/EIR) as modified by the September 2000 Draft

EIS/EIR [1]

(acre-feet per Calendar Year)

Siphon Reach Reach Reach
to Siphon Length Reach Lining Net Seepage
Reach (feet) Seepage Leakage Reduction
7-8 4,391.00 137 14 123
g-9 7,263.00 226 23 203
9-10 6,588.80 205 22 183
10-11 4,413.08 137 14 123
11-12 8,157.90 253 26 227
12-13  10,696.00 332 34 298
13-14 6,125.99 190 19 171
UnitA  47,635.77 1,480 150 1,330
Subtotal
[2] 14-15 7,569.00 643 34 609
15-16 8,913.00 757 40 717
16-17 7,152.80 607 32 575
17-18 7,458.90 633 34 599
UnitB  31,093.70 2,640 140 2,500
Subtotal
18-19 5,617.20 1,659 81 1,578
19-20 6,508.00 1,923 95 1,828
20-21 5,797.00 1,713 84 1,629
21-22 8,652.00 2,556 125 2,431
22-23 12,048.29 3,559 175 3,384
UnitC  38,622.49 11,410 560 10,850
Subtotal
23-24  14,165.58 5,215 196 5,019
24-25 5,379.08 1,980 75 1,905
25-26 7,938.00 2,922 110 2,812
26-27 4,657.00 1,715 64 1,651
27-28 2,321.00 855 32 823
[3] 28-29+ 10,357.00 3,813 143 3,670
UnitD  44,817.66 16,500 620 15,880
Subtotal
[3]29+-30 11,862.53 184 17 167
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30-31 6,498.00 100 10 90

31-32 2,313.00 36 3 33

UnitE  20,673.53 320 30 290
Subtotal

Total 182,843.15 32,350 1,500 30,850

[1] The total estimated seepage reported in the 1993 and 2000 Draft EIS/EIRs are the same. Estimated seepage per
Hydrological Unit from Table II-1 of the 1993 Draft EIS/EIR. Estimated Reach Lining Leakage from 1993 Draft EIS/EIR
adjusted by adding an additional 10 acre-feet to Hydrologic Unit A in order for total leakage to equal 1,500 acre-feet

as reported in the September 2000 Draft EIS/EIR. Distribution of hydrologic unit subtotals among the siphon defined

reaches estimated by MWD.
[2] Completed in March 1991, the reach between Siphons 14 and 15 was lined in-place with concrete. Seepage

from this reach is included in the totals.
{3] The hydrological subunit from Siphons 23 to 29 actually ends 2,500 feet downstream of Siphon 29.

Should one or more reaches be substantially completed on a date other than on December 31 of a
Calendar Year, the amount of water which will result for the remainder of that Calendar Year will
be determined by calculating the ratio of the remaining amount of water projected to flow in the
Coachella Canal past Siphon 7 for that Calendar Year to the amount of water which has flowed in
the Coachella Canal past Siphon 7 for that Calendar Year as of the date of transfer to operation
status plus the remaining amount of water projected to flow in the All-American Canal past Pilot
Knob for the remainder of that Calendar Year and multiplying that ratio by the Reach Net Seepage

Reduction.
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EXHIBIT B

Capital Cost Payments

If any part of the water available for allocation as a result of the Project or Projects is
proposed to be used by IID following termination of the Quantification Settlement
Agreement, then, pursuant to Section 9.6.3 of this Allocation Agreement, IID shall
reimburse SDCWA an amount of money determined by the following formula:

R = (A/CW) x [CRF x (C + 0)]

Where,

R = The annual Payment payable to SDCWA by IID for use of water available for
allocation as a result of the Project or Projects in a particular Calendar Year. The annual
Payment is not associated with an amortization period.

A = The amount of water available for allocation as a result of the Project or
Projects used by IID during the particular Calendar Year.

CW = The total amount of water available for allocation as a result of the Project
or Projects during the particular Cakndar Year.

CRF = Annualized capital recovery factor for 55 Calendar Years using a defined

interest rate equal to: (1) the weighted average true interest cost of:
--all State bonds issued during the design and construction of the Project or
Projects if State bond funds are utilized for financing design or construction of the

Project or Projects,
-all SDCWA bonds issued during the design and construction of the Project or

Projects if SDCWA bond funds are utilized for financing design or construction

of the Project or Projects,
-all CVWD bonds issued during the design and construction of the Project or
Projects if CVWD bond funds are utilized for financing design or construction of

the Project or Projects, and
-all IID bonds issued during the design and construction of the Project or Projects
if IID bond funds are utilized for financing design or construction of the Project or

Projects; or

(2) if no such bonds are issued during such period of time, then said interest costs shall be
the respective interest cost on the most recent bond issue by SDCWA prior to said

period.

C = the actual capital cost of the Project or Projects including payments made
pursuant to Article 6 of this Allocation Agreement; environmental documentation costs;
actual planning, design, and construction costs of the features for the Project or Projects;
and any other actual expenditures that are associated with the capital element of the
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Project or Projects. Said actual capital cost of the Project or Projects shall be determined
by the AAC Committee for the All-American Canal Lining Project and by the CC
Committee for the Coachella Canal Lining Project using sound engineering and
economic practices.

O = any costs not included in the determination of C above that are proper costs
such as interest on construction work in progress, and financing costs of bonds which are

not included the determination of C above if bonds are issued during the design and
construction of the Project or Projects that are to be amortized (Additional Amortized

Cost).

An example calculation for reimbursement for use is attached hereto as Attachment 1.
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Attachment [

Example of Operation of Formula

Assumptions

1. Capital Costs (C) $ 4,000,000 Year -- (-5)
21,000,000 Year -- (-4)
25,000,000 Year -- (-3)
25,000,000 Year -- (-2)
25,000,000 Year -- (-1) (Project completed)
$100,000,000 total

2. Additional
Amortized Cost (O) $20,000,000

3. Conserved Water (CW) 67,700 acre-feet per Calendar Year
4. Water Used by IID 20,000 acre-feet in Year 80
5. Defined Interest Rate 5 percent

Calculation of Capital Cost Payment in Year 80 by IID Assuming Bond Funds are
Utilized for Design or Construction of the Project

A =20,000
CW = 67,700
R = (A/CW)x [CRF x (C + O)]

= (20,000/67,700) x [0.0537 x (100,000,000 + 20,000,000)}
=$1,903,693
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DUPLICATE DRIGINA
DUPLICATE URiGIN L Amendatory Contract No. 8-07-30-W0007
Amendment No. 2

UNITED STATES
DEPARTMENT OF THE INTERIOR
BUREAU OF RECLAMATION

AMENDMENT TO
AMENDATORY CONTRACT BETWEEN THE UNITED STATES OF AMERICA
AND COACHELLA VALLEY WATER DISTRICT FOR
REPLACING A PORTION OF THE COACHELLA CANAL

1. THIS AMENDMENT dated October 10, 2003, to Amendatory Contract
No. 8-07-30-W0007, dated March 14, 1978 (hereinafter called the "Canal Replacement
Contract") is between the UNITED STATES OF AMERICA and COACHELLA VALLEY
WATER DISTRICT.

2. The parties hereto desire to conform the Canal Replacement Contract to the provisions
of Section 210 of the San Luis Rey Indian Water Rights Settlement Act (Public
Law 100-675; 102 Stat. 4000 et seq., as amended).

NOW THEREFORE, in consideration of the mutual covenants herein contained, the
parties hereto agree as follows:

3. Article 14(b) of the Canal Replacement Contract is amended to read:
"(b)  The construction charge obligation shall be repayable without interest by the
United States and the District in 40 equal annual installments over a period of 40 years beginning

in the year after construction is completed as determined by the Contracting Officer, and the

Contractor is so notified by the United States. The portion of the construction charge obligation



allocated to the United States, which shall be non-reimbursable, will be that portion of the total
cost determined by the ratio of the number of months in the interim period (as defined in the
Colorado River Basin Salinity Control Act or any amendment thereof) divided by the number of
months in the repayment period (40 x 12 or 480). The Contracting Officer will notify the
Contractor as to the amount of each annual repayment installment and the year the interim period
ends. All annual repayment installments of the construction charge obligation after the end of the
interim period shall be the obligation of the Contractor, provided, that during the period of
planning, design, and construction of the works authorized by Title Il of the San Luis Rey Indian
Water Rights Settlement Act and during the period that the Indian Water Authority and the local
entities (as defined i;-Section 102 of the San Luis Rey Indian Water Rights Settlement Act)
receive up to 16,000 acre-feet of the water conserved by the works, the annual repayment
installments shall be non-reimbursable. The Contractor's first annual repayment instaliment of
the construction charge obligation shall be due on the first October 1 after the Contracting
Officer has notified the Contractor that the interim period has ended and that the annual
repayment installments are no longer non-reimbursable, and each subsequent annual repayment
installment shall be due and payable by the Contractor to the United States on October 1 of each
following year."

4. Except as expressly modified herein, the Canal Replacement Contract and the

amendment thereto shall remain in full force and effect.



IN WITNESS WHEREOF, the partics hereto have executed this Amendment No. 2 to

Amendatory Contract No. 8-07-30-W0007.

Approved for Legal Sufficiency / THE UNITED S;YATES OF WE ICA

!

/RO Fliy A e
By: \L"KL&&*U?(;/( U {Z‘/ML/Z By: {/"3/ D ) ;

i 1 e

COACHELLA {XIALLEY\ ATER DISTRIC
ST A o =
By: ,‘v‘\,\ B R W N
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THE SECRETARY OF THE INTERIOR

WASHINGTON

Colorado River Water Delivery Agreement:

Federal Quantification Settlement Agreement
for purposes of Section 5(B) of

Interim Surplus Guidelines

Approved:

%ﬁ///é—:\ @a‘ L, 005

ﬁle A. Norton Date
ecretary of the Interior




COLORADO RIVER WATER DELIVERY AGREEMENT

The United States by and through the Secretary of the Interior (Secretary) hereby enters into this
Colorado River Water Delivery Agreement (Agreement) with the Imperial Irrigation District (IID), the
Coachella Valley Water District (CVWD), The Metropolitan Water District of Southern California
(MWD) (these three districts are collectively referred to herein as the Districts), and the San Diego
County Water Authority (SDCWA). The Secretary, IID, CVWD, MWD and SDCWA hereby agree

as follows:

RECITALS

By regulations dated September 28, 1931, the Secretary incorporated the schedule of priorities
provided in the Seven Party Agreement dated August 18, 1931, and established priorities One
through Seven for use of the waters of the Colorado River within the State of California. The
regulations were promulgated pursuant to the Boulder Canyon Project Act (BCPA) and
required that contracts be entered into for the delivery of water within those priorities.

The Secretary has entered into contracts with, among others, the Palo Verde Irrigation District
(PVID), ID, CVWD, and MWD, for the delivery of Colorado River water pursuant to
Section 5 of the BCPA (Section 5 Contracts). Under those Section 5 Contracts, PVID, IID,
CVWD and MWD have certain rights to the delivery of Colorado River water, which for
PVID and IID include the satisfaction of present perfected rights in accordance with Section 6
of the BCPA. MWD and CVWD also have surplus water delivery contracts with the

Secretary.

IID, CVWD, MWD and SDCWA have entered into agreements relating to, among other
matters, their respective beneficial consumptive use of Colorado River water and desire that,
for the term of this Agreement, Colorado River water be delivered by the Secretary in the
manner contemplated in this Agreement.

The Secretary has the authority to enter into this Agreement on behalf of the United States
pursuant to the BCPA, the 1964 Decree in Arizona v. California, and other applicable
authorities.

OPERATIVE TERMS
WATER DELIVERY CONTRACTS

Priorities 1, 2, 3(b), 6(b), and 7 of current Section 5 Contracts for the delivery of Colorado
River water in the State of California and Indian and miscellaneous Present Perfected Rights
(PPRs) within the State of California and other existing surplus water contracts are not affected
by this Agreement.
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The Secretary agrees to deliver Colorado River water in the manner set forth in this Agreement
during the term of this Agreement. The Secretary shall cease delivering water pursuant to this
Agreement at the end of the term of this Agreement; provided, however, that the Secretary’s
delivery commutment to the San Luis Rey Indian Water Rights Settlement Parties (SLR) shall
not terminate at the end of the term but shall instead continue, pursuant to Section 106 of Public
Law 100-675, 102 Stat. 4000 et seq., as amended, subject to the terms and conditions of any
applicable agreement to which the Secretary is a party concerning the allocation of water to be
conserved from the lining of the All-American and Coachella Canals.

The Districts' respective Section 5 Contracts shall remain in full force and effect and, with this
Agreement, shall govern the delivery of Colorado River water.

QUANTIFICATION OF PRIORITY 3(a)

Except as otherwise determined under the Inadvertent Overrun and Payback Policy identified
in Section 9 of this Agreement, the Secretary shall deliver Priority 3(a) Colorado River water to
IID in an amount up to but not more than a consumptive use amount of 3.1 million acre-feet per
year (AFY) less the amount of water equal to that to be delivered by the Secretary for the
benefit of CVWD, MWD, SDCWA, SLR, and Indian and miscellaneous PPRs as set forth in
Exhibits A and B hereto. Colorado River water acquired by IID after the date of this
Agreement, and where necessary approved by the Secretary, shall not count against this cap.

Except as otherwise determined under the Inadvertent Overrun and Payback Policy, the
Secretary shall deliver Priority 3(a) Colorado River water to CVWD in an amount up to but
not more than a consumptive use amount of 330,000 AFY less the amount of water equal to
that to be delivered by the Secretary for the benefit of IID, MWD, SDCWA, SLR, and Indian
and miscellaneous PPRs as set forth in Exhibits A and B hereto. Colorado River water
acquired by CVWD in any transaction to the extent agreed upon prior to or concurrent with
the execution of this Agreement by IID and MWD and, where necessary approved by the
Secretary, shall not count against this cap.

QUANTIFICATION OF PRIORITY 6(a)

Subject to any rights that PVID may have, and except as otherwise provided under the Interim
Surplus Guidelines, or under the agreements contemplated by those guidelines, the Secretary
shall deliver Priority 6(a) water to MWD, IID and CVWD in the following order and
consumptive use volumes: (i) 38,000 AFY to MWD; (ii) 63,000 AFY to IID; and (iii) 119,000
AFY to CVWD, or as those parties may agree to occasionally forbear.

Any water not used by MWD, IID or CVWD as set forth above will be available to satisfy the
next listed amount in Section 3.a. above. Any additional water available for Priority 6(a) shall
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be delivered by the Secretary in accordance with [ID and CVWD's entitlements under their
respective Section 5 Contracts in effect as of the date of this Agreement.

TRANSFERS AND OTHER WATER DELIVERY COMMITMENTS

The Secretary shall deliver IID’s Priority 3(a) entitlement for the benefit of IID and others as
specified in Exhibits A and B hereto and in the amounts and to the points of delivery set forth

therein.

The Secretary shall deliver CVWD’s Priority 3(a) entitlement for the benefit of the CVWD and
others as specified in Exhibits A and B hereto and in the amounts and to the points of delivery
set forth therein.

At SDCWA’s election, the Secretary shall deliver water made available for SDCWA'’s benefit
as set forth in Exhibits A and B hereto to the intake facilities for the Colorado River Aqueduct
and SDCWA may then exchange up to 277,700 AFY of Colorado River water with MWD at
Lake Havasu.

If in any given calendar year that the use of Colorado River water in accordance with Priorities
1 and 2, together with the use of Colorado River water on PVID Mesa lands in accordance
with Priority 3(b), exceeds the consumptive use amount of 420,000 AFY, the Secretary will
reduce the amount of water otherwise available to MWD in Priorities 4, 5 or 6(a) by the
amount that such use exceeds 420,000 AFY. To the extent that the amount of water used in
accordance with Priorities 1, 2 and 3(b) is less than 420,000 AFY, the Secretary shall deliver
to MWD the difference.

1. The Secretary shall deliver to CVWD at Imperial Dam the consumptive use amount of
20,000 AFY or such lesser consumptive use amount as may be requested by CVWD of
Priority 3(a) Colorado River water made available to MWD under the Agreement for the
Implementation of a Water Conservation Program and Use of Conserved Water between IID
and MWD dated December 22, 1988, as amended.

2. Beginning in 2048 and in each year thereafter, the Secretary shall deliver to CVWD at
Imperial Dam the consumptive use amount of 50,000 AFY or such lesser consumptive use
amount as may be requested by CVWD from the Colorado River water available to MWD.

3. When requested by MWD for the purpose of satisfying an exchange obligation to CVWD
under an agreement between CVWD and MWD for exchange of CVWD'’s State Water
Project water, the Secretary shall deliver to CVWD at Imperial Dam the consumptive use
amount of 135,000 AFY or such lesser amount as may be requested by MWD.
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CVWD may decline to take a portion of the water to be conserved by IID for CVWD. In this
event, the Secretary shall instead deliver such portion of the water to IID or MWD, or to other
unspecified water users provided, further, that any such delivery to an unspecified user is,
where necessary, subject to Secretarial approval.

Colorado River water will be made available to MWD through forbearance under the existing
priority system as a result of a proposed land management program between PVID landowners
and MWD. Neither IID nor CVWD will make any claim to or object to delivery to MWD of
PVID program water to the extent agreed upon prior to or concurrent with the execution of this
Agreement by IID and CVWD. If the transfer of PVID program water is not implemented,
then IID has agreed to transfer for the benefit of MWD/SDCWA amounts necessary to meet
the minimum Benchmark Quantities as set forth in Section 5(C) of the Interim Surplus
Guidelines, not to exceed 145,000 AF in the aggregate.

CVWD may utilize Colorado River water outside of Improvement District No. 1 to the extent
consented to and agreed upon prior to or concurrent with the execution of this Agreement by

IID and MWD.

Notwithstanding the transfers set forth in this section and Exhibit B, IID, CVWD, MWD and
SDCWA recognize and agree that at the conclusion of the effective period of the Interim
Surplus Guidelines, they shall have implemented sufficient measures to be able to limit total uses
of Colorado River water within California to 4.4 million AFY, unless the Secretary determines
a surplus under a 70R strategy.

SHORTAGES

The Secretary's authority under I1.B.3 of the 1964 Decree in Arizona v. Califomia is not limited
in any way by this Agreement.

If for any reason there is less than 3.85 million AFY available under Priorities 1, 2 and 3 during
the term of this Agreement, any water which is made available by the Secretary to IID and
CVWD shall be delivered to IID, CVWD, MWD, and SDCWA in accordance with the
shortage sharing provisions agreed upon prior to or concurrent with the execution of this
Agreement by IID, CVWD, MWD and SDCWA.

TERM
This Agreement will become effective upon execution of this Agreement by all Parties.

This Agreement will terminate on December 31, 2037, if the 1998 IID/SDCWA transfer
program terminates in that year.
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c. If this Agreement does not terminate on December 31, 2037, then this Agreement will
terminate on December 31, 2047 unless extended by agreement of all parties until December
31, 2077, in which case this Agreement will terminate on December 31, 2077.

d. The Secretary’s delivery commitment to the SLR and the Districts’ recognition and acceptance
of that delivery commitment, shall not terminate but shall instead continue, pursuant to Section
106 of Public Law 100-675, 102 Stat. 4000 et seq., as amenued.

7. INTERIM SURPLUS GUIDELINES

The Secretary finds that execution of this Agreement constitutes “all required actions” that the relevant
California Colorado River water contractors are required to undertake pursuant to Section 5(B) of the
Interim Surplus Guidelines. Accordingly, upon execution of this Agreement by all parties, the interim
surplus determinations under Sections 2(B)(1) and 2(B)(2) of the Interim Surplus Guidelines are
reinstated.

8. BENCHMARKS FOR THE STATE OF CALIFORNIA’S AGRICULTURAL USE

a, The parties to this Agreement agree to carry out the transfers identified in Section 4 above and
in Exhibit A hereto in accordance with the schedule set forth in Exhibit B hereto. Nothing in this
Agreement authorizes or precludes carrying out the transfers on a timetable sooner than
provided in the schedule set forth in Exhibit B hereto. The transfers in the schedule set forth in
Exhibit B hereto are undertaken to allow Califomia agricultural usage (by PVID, Yuma Project
Reservation Division, IID, and CVWD) plus 14,500 af of PPR use to be at or below the
Benchmark Quantities as set forth in Section 5(C) of the Interim Surplus Guidelines. Nothing in
this Agreement authorizes or precludes additional transfers of Colorado River water as agreed
upon prior to or concurrent with the execution of this Agreement by the Districts to meet the
Benchmark Quantities as set forth in Section 5(C) of the Interim Surplus Guidelines. All
determinations by the Secretary with respect to this section shall be based upon Decree
Accounting. Repayment of overrun amounts shall not count toward compliance with the
transfers n the schedule set forth in Exhibit B hereto or toward compliance with the Benchmark
Quantities set forth in Section 5(C) of the Interim Surplus Guidelines.

b. In the event that i) the transfers are carried out as set forth in the schedule in Exhibit B hereto
or additional Colorado River transfers as agreed upon prior to or concurrent with the execution
of this Agreement by the Districts are carried out and ii) California’s Agricultural usage plus
14,500 af of PPR use is at or below the Benchmark Quantities as set forth in Section 5(C) of
the Interim Surplus Guidelines, the provisions of this subparagraph shall apply.

1. Notwithstanding the provisions of the November 22, 2002 Supplement to the 2002 Annual
Operating Plan, any existing overruns in calendar years 2001 and 2002 by parties to this
Agreement must be repaid within an eight-year period beginning in calendar year 2004 in
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accordance with the schedule attached in Exhibit C hereto, except that in the event that any
Annual Operating Plan 24-Month Study indicates that a shortage will occur within months 13
through 24, any remaining balance of the 2001 and 2002 overruns shall be fully repaid during
the next calendar year. Repayment of any overruns other than from calendar years 2001 and
2002 shall be pursuant to the Inadvertent Overrun and Payback Policy identified in Section 9
below.

2. The Secretary has considered the quantification of Priority 3(a) as set forth in Section 2 of
this Agreement and the water transfers set forth in the schedule in Exhibit B hereto. These
water transfers were developed to assist the Districts and SDCWA to meet the provisions of
Section 4(i) of this Agreement and to reduce the occurrence of future reasonable and beneficial
use reviews under 43 C.F.R. Pt. 417 to unique circumstances. These water transfers are based
upon water conservation activities to be implemented over the term of this Agreement. For
these reasons, the Secretary does not anticipate any further review of the reasonable and
beneficial use of Colorado River water by IID pursuant to the annual 43 C.F.R. Pt. 417
reviews that are conducted during the initial term of this Agreement as set forth in Section 6.b.
(December 31, 2037). Should the Secretary engage in any further review of the reasonable
and beneficial use of Colorado River water by IID pursuant to 43 C.F.R. Pt. 417 under this
Section, the Secretary will base her decision on (i) the purpose of the quantification of Priority
3(a) and the reductions and transfers set forth on Exhibit B hereto, and (ii) the implementation
of the water transfers by IID as set forth in the schedule in Exhibit B, in addition to the
consideration of the factors in 43 C.F.R. § 417.3

Notwithstanding any other provision of this Agreement, and in addition to any applicable
provisions of the Interim Surplus Guidelines, in the event that either i) the transfers are not
carried out as set forth in Exhibit B hereto or additional Colorado River transfers as agreed
upon prior to or concurrent with the execution of this Agreement by the Districts are not carried
out, or ii) California’s Agricultural usage plus 14,500 af of PPR use is above the Benchmark
Quantities as set forth in Section 5(C) of the Interim Surplus Guidelines, the provisions of this
subparagraph shall apply.

1. For each District that has not implemented the water transfers to which it is a party upon the
agreed upon schedule as set forth in Exhibit B hereto, the Inadvertent Overrun and Payback
Policy identified in Section 9 below will be immediately suspended. During suspension of the
Inadvertent Overrun and Payback Policy, for previously incurred overruns, the payback period
shall be as provided in the existing Inadvertent Overrun and Payback Policy were such Policy
not suspended. The Inadvertent Overrun and Payback Policy will be reinstated at such time as
a District has implemented the water transfers to which it is a party upon the agreed upon
schedule as set forth in Exhibit B hereto.
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2. Any remaining existing overruns from calendar years 2001 and 2002 by parties to this
Agreement must be repaid within a three-year period.

3. In addition to any applicable provisions of the Interim Surplus Guidelines, in the event that
the transfers are not implemented in accordance with Column 23 in Exhibit B hereto, MWD
shall not place any order to the Secretary for any Colorado River water otherwise available
pursuant to sections 2(B)(1) and 2(B)(2) as set forth in the Interim Surplus Guidelines.

4. The Secretary anticipates that a further review of the reasonable and beneficial use of
Colorado River water by the Districts will be required pursuant to the annual 43 C.F.R. Pt. 417
reviews that are conducted during the initial term of this Agreement as set forth in Section 6.b.
(December 31, 2037). In any such review, the Secretary will base her decision on the factors
set forth in Section 8.b.2 above as well as the basis for any District’s non-implementation of the
transfers set forth in Exhibit B hereto, in addition to the consideration of the factors in 43 C.F.R.
§417.3

INADVERTENT OVERRUN AND PAYBACK POLICY

For so long as the provisions of Section 8.b of this Agreement are applied, the Secretary will not
materially modify the Inadvertent Overrun and Payback Policy for a 30-year period, absent
extraordinary circumstances such as significant Colorado River infrastructure failures, and subject to the
provisions of Section 5 of this Agreement. In the event that extraordinary circumstances arise, the
Secretary will consult with the Districts and other interested parties before initiating any material change.

10.

ADDITIONAL PROVISIONS

Imperial lirigation District v. United States of America, et al., CV 0069W (JFS) (D. Cal. filed
January 10, 2003) (JFS), is dismissed pursuant to Stipulation under Fed. R. Civ. P. 41(a)(1).

Nothing in this Agreement shall affect the preclusive and non-preclusive effects of the
Stipulation during the term of this Agreement and thereafter.

Upon dismissal of Imperial Iirigation District v. United States, et al., as provided in subsection

10(a) above, the Secretary will irrevocably terminate the de novo “Recommendations and
Determinations Authorized by 43 CF.R. Pt. 417, Impenial Irrigation District” for 2003, and
IID’s water order for 2003 is approved subject to the terms of this Agreement.

1. ID, CVWD, MWD, and SDCWA do not agree on the nature or scope of rights to the
delivery, use or transfer of Colorado River water within the State of California. Furthermore,
the Districts and SDCWA agree not to use this Agreement or any provision hereof, as
precedence for purposes of evidence, negotiation or agreement on any issue of California or
federal law in any administrative, judicial or legislative proceeding, including without limitation,
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any attempt by [ID and SDCWA to obtain further approval of any water transaction.

2. The terms of this Agreement do not control or apply to the nature or scope of rights to the
delivery, use or transfer of Colorado River water within the State of California, except as those
nghts are defined and addressed in this Agreement during the term hereof.

3. By executing this Agreement, the Districts and SDCWA are not estopped from asserting in
any administrative, judicial or legislative proceeding, including those involving the United States,
that neither this Agreement nor any of its terms was necessary or required to effectuate the
transactions contemplated herein.

4. Nothing herein waives the ability of any party to challenge the exercise of particular
miscellaneous and Indian PPRs.

This Agreement shall not be deemed to be a new or amended contract for the purpose of
Section 203(a) of the Reclamation Reform Act of 1982 (Public Law 97-293, 93 Stat. 1263).

This Agreement does not (i) guarantee or assure any water user a firm supply for any specified
period, (ii) change or expand existing authorities under applicable federal law, except as
specifically provided herein with respect to the Districts, (iii) address interstate distribution of
water; (iv) change the apportionments made for use within individual States, (v) affect any right
under the California Limitation Act (Act of March 4, 1929; Ch. 16, 48th Sess.), or any other
provision of applicable federal law.

This Agreement is not intended nor shall it be construed to create any third party beneficiary
rights to enforce the terms of this Agreement in any person or entity that is not a party.

Each party to this Agreement represents that the person executing this Agreement on behalf of
such party has full power and authority to do so, and that his/her signature is legally sufficient to
bind the party on whose behalf he/she is signing.

This Agreement shall remain in full force and effect according to its terms regardless of whether
the Interim Surplus Guidelines are in effect or terminated.

This Agreement with the United States is subject to and controlled by the Colorado River
Compact of 1922.
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Exhibit A: Delivery of Priority 3(a) consumptive use entitlement to the Imperial Irigation District
and the Coachella Valley Water District

Imperial Irrigation District
The Secretary of the Interior shall deliver Imperial Irrigation District’s Prionty 3(a) consumptive use
entitlenent under this Colorado River Water Delivery Agreement, pursuant to this Exhibit A and Exhibit

B hereto as follows:

Delivered to (entity): At (point of diversion): Amount not to exceed (af): Notes
CVWD Imperial Dam 103,000 ---
MWD Lake Havasu 110,000 1
SDCWA Lake Havasu 56,200 2
SDCWA Lake Havasu 200,000 3
SLR see note 4 see note 4 4
Misc. & Indian PPRs Current points of delivery | 11,500 5
For benefit of Lake Havasu 145,000 6
MWD/SDCWA
11D Imperial Dam Remainder ---
IID’s Priority 3(a) Total 3,100,000 ---
Notes to Imperial Irrigation District:
1. Agreement for the Implementation of a Water Conservation Program and Use of Conserved Water, dated
December 22, 1988; Approval Agreement, dated December 19, 1989. Of amount identified: up to 90,000 af to
MWD and 20,000 af to CVWD.
2. Water conserved from the construction of a new lined canal paraliel to the Ali-American Canal from Pilot
Knob to Drop 3.
3. Agreement for Transfer of Conserved Water, dated April 29, 1998, as amended. As set forth in Exhibit B,
delivery amounts shall be 205,000 AF in calendar year 2021 and 202,500 AF in calendar year 2022.
4. Water conserved from All-American Canal lining project and made available for benefit of San Luis Rey

Settlement Parties under applicable provisions of Pub. L. No. 100-675, as amended. Quantity may vary, not
to exceed 16,000 afy, as may the point of diversion, subject to the terms of the Allocation Agreement.

5. Water to be delivered to miscellaneous and Indian PPRs identified in the Decree in Arizona v. California, as
supplemented. The delivery of water will be to current points of delivery unless modified in accordance
with applicable law.

6. As provided in subsection 4(g) of this Agreement.
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Coachella Valley Water District
The Secretary of the Interior shall deliver Coachella Valley Water District’s Priority 3(a) consumptive

use entitlement under this Colorado River Water Delivery Agreement pursuant to this Exhibit A and
Exhibit B hereto as follows:

Delivered to (entity): At (point of diversion): Amount not to exceed (af): Notes
SLR see note 1 see note 1 1
SDCWA Lake Havasu 21,500 2
Misc. & Indian PPR Current points of delivery | 3,000 3
CVWD Imperial Dam Remainder --
Coachella Valley Water 330,000 —
District’s Priority 3(a)
Total

Notes:

1. Water conserved from Coachella Canal lining project and made available for benefit of San Luis Rey

Settlement Parties under applicable provisions of Pub. L. No. 100-675, as amended. Quantity may vary, not
to exceed 16,000 afy, as may the point of diversion, subject to the terms of the Allocation Agreement.

2. Water conserved from lining the unlined portion of the Coachella Canal.

3. Water to be delivered to miscellaneous and Indian PPRs identified in the Decree in Arizona v. California, as
supplemented. The delivery of water will be to current points of delivery unless modified in accordance
with applicable law.
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Exhibit C: Payback Schedule of Overruns for Calendar Years 2001 and 2002

Year 1D CVYwD MWD Total
2004 18,900 9,100 11,000 39,000
2005 18,900 9,100 11,000 39,000
2006 18,900 9,100 11,100 39,100
2007 18,900 9,100 11,100 39,100
2008 18,900 9,200 11,100 39,200
2009 18,900 9,200 11,100 39,200
2010 19,000 9,200 11,100 39,300
2011 19,000 9,200 11,100 39,300
Cumulative 151,400 73,200 88,600 313,200

Note: Each district may, at its own discretion, elect to accelerate paybacks to retire its payback
obligation before the end of the eight-year period ending in calendar year 2011. Each district’s
payback obligation is subject to acceleration in anticipation of a shortage in the Lower
Colorado River Basin as provided for in section 8(b).

Exibit C: Page 1 of 1
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CAROL C. LAM, United Statgs pH 320
TOM STAHL, Assistant Unmﬁim;l1 ;‘ilomey
California Statc Bar No. 078291 m\ﬂl \ “ggn
$80 Front Strect, Room 62934448 ARy sﬂl\

San Diego, CA 92101-8893 ° (O

Tel: (619) 557-7140

ntruﬂ
Fax: (619) 557-5004

THOMAS L. SANSONETTI, Assistant Attomey General
CDWARD S. GELDERMANN, Senior Trial Attomcey
Environment and Natural Resources Division

U.S. Dcpartment of Justice

P.O. Box 663, Ben Franklin Station

Washington, D.C. 20044-0663

Tel: (202) 305-0242

MICHAEL A. GHELETA, Trial Attomey

Eavironment and Natural Resources Division |
U.S. Depariment of Justice

Suitc 945, North Tower

999 18" Street

Denver, Colorado 80202

Tel: (303) 312-7303 . \
Fax:(303) 312-7379

STEPHEN M. MACFARLANE, Trial Attorney
Environment and Natural Resources Division
U.S. Dcpartment of Justice

501 I Street, Suite 9-700

Suacramento, California 95814-2322

Tel: (916) 930-2204

Fax: (916) 930-2210

IN THE UNITED STATES DISTRICT COURT
FOR THE SOUTHERN DISTRICT OF CALIFORNIA

IMPERIAL IRRIGATION DISTRICT, Case No. 03-CV-0069W (JFS)
STIPULATION OF DISMISSAL

Plaintiff,
AND ORDER THEREON

v,

UNITED STATES of AMERICA, gt al.

& 4
PA

Ed

METROPOLITAN WATER DISTRICT
OF SOUTHERN CALIFORNIA, et al.,

Decfendant-Intervenors.

)
)
)
)
)
)
)
)
Defendants )
)
)
)
)
)
)
)

Case No. 03-CVAU6YW (JFS)

ENTERED ON_/0 -/ 03
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Pursuant 1o Fed. R. Civ. P. 41(a)(1)(ii), Plaintiff Imperial Imigation Dismrict, Defendant
United States of America, and Defendant-Intervenor Coachalla Valley Watcr District (collectively,
“the partics™), through their undersigned attomeys, sﬁpulat‘e rs follows:

1. The panjos stipulate that the injunctiﬁn corerad by the Court on March 18, 2003, be
dissolved, and the remand order entered by the Court on April 17, 2003, be vacated.

2 The partics stipulate that the above‘-‘cnptioned action be dismissed with prejudice as
to clairns 1,2,3,4,6,8, and 9, which are related to the Federal Defendants' December 27, 2002
determination challenged therein and the 2003 calendar .year; and dismissed without prejudice as |
to claims 5, 7, and 10. | o

3. The parties further stipulate that tha dlsmxssal vht.h prcjudxcc of claims 1, 2, 3, 4 6,
8 and 9 is (i) for the limited purpose of precluding mn.ber lmgatxon against the Fedcral Dcfcndants
for the Federal Defendants’ December 27, 2002 dcto;mimﬁon regarding 1ID’s 2003 water order, (ii)
shall not be construcd as a decision on the merits, and (ii) is oot intended to and shall not preclude
the [ID from asserting any right or claim, factual or leg‘al,' in any future action, other than to preclude
any claim or remedy for the determination of [ID's 2()'03" water\ order. ,

Respectfully submitted this 19™ay, of October, 2003, by: |

FOR PLAINTIFF IMPERIAL IRRIGATION DISTRICT:

FOR DEFENDANT UNITED STATES OF AMERICA.:

STEPHEN M. MACFARLANE
Trial Antorney, U.S. Department of Justice

-2- Case No. 03-CV-0065W (JFS)
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Pursuant to Fed. R. Civ. P. 41(a)(1)(ii), Plaintiff linperial Irrigation District, Defendant
United States of America, and Defendant-Intervenor Coachella Valley Water Distnct (collectively,
“the parties™), through their undersigned attorneys, stipulate as follows:

1. The partics stipulatc that the injunction cntcred by the Court on March 18, 2003, be
dissolved, and the remand order entered by the Court on April 17, 2003, be vacated.

2. The parties stipulate that the above-captioned action he dismissed with prejudice as
toclaims 1,2, 3,4, 6, & and 9, which are related to th'cheral Dcfendants’ December 27, 2002
determination challenged therein and the 2003 calendar year; and dismissed without prejudice as
to claims 5, 7, and 10.

3. The parties further stipulate that the dismissal Wil"l prejudice of claims 1,2, 3, 4,6,
8 and 9 is (i) for the limited purpose of precluding further litigation against the Federal Defendants
for the Fedceral Defendants’ December 27, 2002 determination regarding 11D’s 2003 water order, (1)
shall not be construcd as a decision on the merits, and (iii) is not intended to and shall not preclude
the 11D from asserting any right or claim, fuctual or legal, in any future action, other than 1o preclude
any claim or remedy for the determination of 1ID’s 2003 water order.

Respectfully submittcd this gi‘ day ot Octobcr, 2003, by:

FOR PLAINTIFF IMPERIAL IRRIGATION DISTRICT:

By:

JOHMN PENN CARTER
General Counsel, Imperial lrrigation District

FOR DEFENDANT UNITED STATES OF AMERICA:

S6or M Mepebeua

STEPHEN M, MACFARLANE
Trial Attomey, U.S. Department of Justice

-2- Cuase No. 03-CV-0069W (JFS)
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1 DEFENDANT-INTERVENOR COACHELLA VALLEY
WATER DISTRICT:

2

3

4 By: m . M

'~ JTEVEN B. ABBOTT

5 Redwine and Sherrill

6

7 ORDER

8 As stipulated by the parties, the injunction previously issued by the Court on March 18,

g {l 2003, is DISSOLVED, the Order Vacating and Remanding eatered Apnl 17, 2003 is VACATED,
10 || and the casc is DISMISSED.
11 1T IS SO ORDERED.

Dated:;
13 THOMAS ). WHELAN '
UNITED STATES DISTRICT JUDGE

-3- Casc No. 03-CV-0069W (IFS)




1 DEFENDANT-INTERVENOR COACHELLA VALLEY
WATER DISTRICT:

2
3
4 By: .
STEVEN B. ABBO1T
5 Redwine and Sherrill
"
7 ORDER
8 As stipulated by the parties, the injunction previously issued by the Court on March 18,

9 [| 2003, 1s DISSOLVED, the Order Vacating and Remanding entered April 17,2003 is VACATED, |
. o |

10 || and the case is DISMISSED.
11 IT IS SO ORDERED.

12 / i ‘
Dated: /d 77, 03 '
13 OMAS )
UNITEB STATES

ZRTEL

DISTRICT JUDGE
14
15
16
17
18
19
20
&1
22
23
24
25
26
27
28
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FHLED

THE METROPOLITAN WATER DISTRICT

OF SOUTHERN CALIFORNIA G30CT-8 AMID:30
JEFFREY KIGHTLINGER, General Counsel, SBN 122541 CLERK.U.S.
ADAM C. KEAR, Deputy General Counsel, SBN 207584 JC“'"’%‘”’
700 North Alameda Street
Los Angeles, California 90012-2944 ' By DEPUTY

Mailing address: P.O. Box 54153
Los Angeles, California 90054-0153
Telephone: (213) 217-6057
Facsimile: (213) 217-6890

LINUS MASOUREDIS, Deputy General Counsel, SBN 077322
1121 L Street, Suite 900

Sacramento, California 95814-3974

Telephone: (916) 650-2670

Facsimile: (316) 650-2615

Attorneys for Intervenor-Defendant,
The Metropolitan Water District of Southern California

UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF CALIFORNIA

IMPERIAL IRRIGATION DISTRICT, ) Case No. 03 CV 0069 W (JFS)
Plaintiff, )
v. ) STIPULATION AND | |
. ) ORDER LIFTING STAY AND
THE UNITED STATES OF AMERICA; ) DROPPING DEFENDANT-
GALE NORTON, in her capacity as Secretary ) INTERVENOR THE METROPOLITAN
of the U.S. Departmem of the Interior (and all ) WATER DISTRICT OF SOUTHERN
successors in office); BENNETT RALEY, in ) CALIFORNIA AS A PARTY
his capacity as Assistant Secretary for Water )
and Science of the U. S. Department of the ) Honorable Thomas J. Whelan
Interior (and all successors in office); )
ROBERT W. JOHNSON, in his capacity as )
Regional Director of the Bureau of )
Reclamation, an agency of the U. S. )
Department of the Interior (and all successors )
in office), )
Defendants. )
)
)
METROPOLITAN WATER DISTRICT OF )
SOUTHERN CALIFORNIA; COACHELLA )
VALLEY WATER DISTRICT )
Intervenors )
)
H LIS
! é ENTERED ON
STIP.& ORDER LIFTING STAY AND DROPPING METROPOLITAN WATER DISTRICT AS A PARTY
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Plaintiff, the Imnperial In'igéticm i)isnict (*IID™); Defendants, the United States of
America, Gale Norton, Bannett Rafley-, and Robert W. Johnson (collectively, “Federal
Defendants™), and Intervenor ~Dcfc'indzmi.s, the Metropolitan Watcr District of Southern California
(“Metropolitan”) and the Coachella Valicy Water District (“CVWD”) hereby stipulate, through
their duly-authorized counsel, as f()]lowg: .

1. Intervenor-Defendant h?[etmiolitan wishes to withdraw without prejudice, and be
dropped as a party in this action infantic;ipation of the later dismissal of the action pursuant to Fed.
R. Civ. P. 41(a)(1)(ii). All other partxcsto this-action do not object to Metropolitan’s withdrawal
at this time.

2. Metropolitan hcrpby witthdra}vs from this action without prejudice, and seeks 1o be
dropped as a party pursuant to ch_:; R. va P. 21. Al other parties stipulate to Metropolitan’s
withdrawal, and to the dropping of Mctéppolitan as a party,

3. All parties stipulate and agreia that the Court may lift the stay in this matter solely to

accommodate the withdrawal and droppmg of Metropolitan as a party.

Dated: October 7, 2003 " °  FORPLAINTIEF IMJ IRRIGATION
.. DISTRICT

ALLEN MATKINS LECK GAMBLE &

A4

DAVID L. OSIAS

Dated: October ___,2003 .  FOR FEDERAL DEFENDANTS

STEPHEN M. MACFARLANE
Trial Attorney, U.S. Department of Justice

STIP. & ORDER LIFTING STAY AND ’ 1 03 CV 0069 W (JFS)
DROPPING METROPOLITAN WATER .
DISTRICT AS A PARTY
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Plaintiff, the Imperial Irrigation District (“IID”); Defendants, the United States of
America, Gale Norton, Bennett Raley, and Robert W. Johnson (collectively, “Federal
Defendants™); and Intervenor-Defendants, the Metropolitan Water District of Southern California
(“Metropolitan™) and the Coachella Valley Water District (“CVWD?”) hereby stipulate, through
their duly-authorized counsel, as follows:

1. Intervenor-Defendant Metropolitan wishes to withdraw without prejudice, and be
dropped as a party in this action in anticipation of the later dismissal of the action pursuant to Fed.
R. Civ. P. 41(a)(1)(ii). All other parties to this action do not object to Metropolitan’s withdrawal
at this time.

2. Metropolitan hereby withdraws from this action without prejudice, and seeks to be
dropped as a party pursuant to Fed. R. Civ. P. 21. All other parties stipulate to Metropolitan’s
withdrawal, and to the dropping of Metropolitan as a party.

3. All parties stipulate and agree that the Court may lift the stay in this matter solely to

accommodate the withdrawal and dropping of Metropolitan as a party.

Dated: October ___, 2003 FOR PLAINTIFF IMPERIAL IRRIGATION
DISTRICT

ALLEN MATKINS LECK GAMBLE &
MALLORY LLP

DAVID L. OSIAS

Dated: October & 2003 FOR FEDERAL DEFENDANTS

STEPHEN M. MACFARLANE
Trial Attorney, U.S. Department of Justice

STIP. & ORDER LIFTING STAY AND 1 03 CV 0069 W (JFS)
DROPPING METROPOLITAN WATER
DISTRICT AS A PARTY
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Dated: October _ , 2003 FOR INTERVENOR-DEFENDANT,
COACHELLA YALLEY WATER DISTRICT
REDWINE AND SHERRILL

STEVEN B, ABBOTT

Dated: October_& _, 2003 FOR INTERVENOR-DEFENDANT THE
OPOLIT TER DISTRICT OF

SOUTHERN CALIFORNIA

LINUS MASOUREDIS

ORDE
Pursuant to the above stipulation of the Parties, the stay in this matter is lifted solely for
the withdrawal and dropping of Intervenon-Defendant, the Metropolitan Water District of
Southern California as a Party, Pursuant to the above stipulation and Federal Rule of Civil

Procedure 21, Metropolitan shall be dropped as a party herein, effective immediately,

Dated: October , 2003

JUDGE OF THE DISTRICT COURT

STIP. & ORDER LIFTING STAY AND 2 03 CV 0069 W (JFS)
DROPPING METROPOLITAN WATER
DISTRICT AS A PARTY
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MWD NO. 547 P.a

2083 7:05AM
Dated: October_3 2003 EQR INTERVENOR:-DEFENDANT,
co VALLEY W, I
REDWINE AND SHERRILL
Qusetr

STEVEN B. ABBOTT

Dated: October ____, 2003 FOR INTERVENQR-DEFENDANT THE

LINUS MASOUREDIS

ORDER
Pursuant to the above stipulation af the Pattics, the stay in this matter is lifted solely for
the withdrawal and dropping of Intervenor-Defendant, the Mewopolitan Water District of
Southern California ss a Party. Pursuantto the above stipuladon and Federal Ruje of Civit
Procedure 21, Metrapolitan shall be dropped as a party herein, effective immediarely.

Pated: October , 2003

JUDGE OF THE DISTRICT COURT

STIP. & ORDER LIFTING STAY AND 2 03 CV 0069 W (IFS)
DROPPING METROPOLITAN WATER _
DISTRICT AS A PARTY
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Dated: October _ , 2003 FOR INTERVENOR-DEFENDANT.,
COACHELLA VALLEY WATER DISTRICT

REDWINE AND SHERRILL

STEVEN B. ABBOTT

Dated: October 2003 FOR INTERVENOR-DEFENDANT THE
METROPOLITAN WATER DISTRICT OF
SOUTHERN CALIFORNIA

LINUS MASOUREDIS

ORDER
Pursuant to the above stipulation of the Parties, the stay in this matter is lifted solely for
the withdrawal and dropping of Intervenor-Defendant, the Metropolitan Water District of
Southern California as a Party. Pursuant to the above stipulation and Federal Rule of Civil
Procedure 21, Metropolitan shall be dropped as a party herein, effective immediately.
Dated: October 7 , 2003 /1 .

[~ 3 Iﬂ
JUDGE OF\T EDISTRICT COURT

STIP. & ORDER LIFTING STAY AND 2 03 CV 0069 W (JFS)

DROPPING METROPOLITAN WATER
DISTRICT AS A PARTY
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AGREEMENT FOR STORAGE OF GROUNDWATER

THIS AGREEMENT FOR STORAGE OF GROUNDWATER ("Agreement") 1is
made and entered into this 10TH day of October, 2003 by and
between COACHELLA VALLEY WATER DISTRICT, a California County
Water District ("CVWD") and Imperial Irrigation District, a
California Irrigation District ("IID"). IID and CVWD are
sometimes referred to individually as a "Party" and collectively
as "Parties."

RECITALS

A. CVWD is a county water district, organized under the
California County Water District Law, codified at Section 30000
et seq. of the California Water Code and delivers water in
Riverside County, California for potable and irrigation purposes.

B. IID is an irrigation district, organized under the
California Irrigation District Law, codified at Section 20500,
et seqg. of the California Water Code and delivers water in
Imperial County, California for potable and irrigation purposes.

C. IID is a contractor with the United States of America for
the delivery of Colorado River water as authorized by the Boulder
Canyon Project Act (Act of December 21, 1928;45 Stat.1057, as
amended). Pursuant to such contract, IID is entitled along with
certain other entities, including CVWD, to beneficial consumptive
use of certain gquantities of Colorado River water.

D. The service area of CVWD is divided into an upper valley and
lower valley which have groundwater basins (collectively,
"Basins")

E. IID desires to acquire storage space from CVWD and CVWD
desires to provide storage space to IID in the Basins to store
Colorado River water ("IID Water") on the terms and conditions
set forth herein.

NOW THEREFORE, IN CONSIDERATION OF THE COVENANTS AND
AGREEMENTS CONTAINED IN THIS AGREEMENT AND FOR OTHER GOOD AND
VALUABLE CONSIDERATION, THE RECEIPT AND SUFFICIENCY OF WHICH THE
PARTIES HEREBY ACKNOWLEDGE, IID AND CVWD AGREE THAT THE TERMS OF
THIS AGREEMENT ARE AS FOLLOWS:

ARTICLE I
DEFINITIONS

1.1 Except as set forth in the body of this Agreement, all
capitalized terms shall have the meanings set forth in



Exhibit "A" attached hereto and by this reference incorporated

herein.
ARTICLE II
STORAGE OF WATER
2.1 (a) Subject to the availability of storage in the

Basins and the terms and conditions set forth herein, CVWD
agrees to provide to IID storage for IID Water in the
Basins. The determination of whether there is storage
availability in the Basins shall be made by CVWD in its
reasonable discretion. In determining the availability of
storage capacity in the Basins, if any, CVWD shall assess

(1) whether there is physical availability of space in the
Basins to store water, (ii) whether the delivery of water by
IID will potentially interfere with the delivery, recharge
and storage of water by CVWD or other parties with pre-
existing rights, (iii) whether the facilities exist
(‘Recharge Facilities,’ ‘'‘Additional Recharge Facilities’ and
‘IID Recharge Facilities’ as defined in Article III) to
recharge and store the water into the Basins, and (iv)
whether CVWD can reduce its consumptive use of Colorado
River water in an equal amount for delivery by exchange to
IID (‘Return Water’). (It is the intent of the Parties that
CVWD provide Return Water to IID by reduction of the
consumptive use of Colorado River water by CVWD.)

(b) The rights of IID to store water in the Basins
shall be subject to: (i) CVWD's storage needs in the Basins
as determined by CVWD in its sole and absolute discretion,
but subject to its good-faith obligation to IID under this
Agreement; (ii) the pre-existing rights for the storage
needs of the Metropolitan Water District of Southern
California, a California public agency ("MWD"); (iii) the
storage needs of certain public agencies with preexisting
rights, which agencies are more particularly listed on
Exhibit "B" attached hereto and by this reference
incorporated herein; and (iv) Article IV below. CVWD, MWD
and those entitles listed on Exhibit "B" shall sometimes be
referred to herein, collectively as the "Pre-existing Right
Holders."

(a) IID shall provide written notice ("Storage
Notice") to CVWD by October 1 of the preceding year in which
IID desires to deliver Colorado River water to CVWD for the
purpose of storage of such water in the Basins. The Storage
Notice shall include the proposed acre feet to be stored in
the Basins during the Calendar Year and the proposed
delivery schedule of such water.



By December 1, prior to the year of proposed storage, CVWD
shall provide written notice to IID of the amount of IID
Water which may be stored in the Basins, if any, during the
next calendar year and the schedule for acceptance of such
water.

Notwithstanding the foregoing, IID acknowledges that,
at the time of the actual delivery by IID of the IID
Water, CVWD may not able to store the IID Water due to
natural disasters, acts of God or other reasons beyond
CVWD’s control. For these reasons if CVWD cannot store
the agreed to IID Water in the Basins, IID agrees to
waive and release all claims against CVWD and its
officers, directors, employees, agents, successors and
assigns (collectively, "Released Parties") arising from
or in connection with the failure to store IID Water in
the Basins or any loss in connection therewith.

ARTICLE ITT
RECHARGE FACILITIES

It is the intent of CVWD to locate sites and construct
facilities to recharge and store water into the Basins to
accommodate a recharge capacity estimated to be 80,000 acre
feet per year (‘Recharge Facilities’). At the time of the
execution of this Agreement, CVWD has (i) identified one or
more locations acceptable to CVWD for the recharge of water
into the Basins and (ii) proceeding to design and construct
facilities to meet the intent of the Recharge Facilities
noted above. IID’'s right to store IID Water at these
facilities shall be subordinate to CVWD and the Pre-Existing
Right Holders. Additional sites and facilities could be
developed pursuant to the following Articles 3.2 through
3.5, and CVWD may also use "in lieu" recharge to recharge
and store water in the Basins.

At any time during the term of this Agreement IID may, by
written notice to CVWD, request that CVWD attempt to
identify additional locations for recharge facilities or "in
lieu" recharge opportunities which are satisfactory to
recharge additional water into the Basins, in the sole and
absolute opinion of CVWD, but subject to CVWD's good-faith
obligation to IID under this Agreement . CVWD may, but
shall not be obligated to, undertake such commission if IID
agrees to be responsible for all costs and expenses incurred
by CVWD. Upon written notice from CVWD, IID shall deposit
such sum with CVWD as shall be reasonably required by CVWD
("Search Deposit"). The Search Deposit shall be held by CVWD
for all costs and expenses incurred by CVWD to attempt to



locate or cause to be located, adequate locations to
recharge water into the Basins. IID hereby authorizes CVWD
to use the Search Deposit to offset costs and expenses,
including staff and other labor costs, related to the
foregoing. If further funds are necessary and based on a
propexr accounting of the Search Deposit, IID shall, within
thirty (30) days after written demand, deposit funds with
CVWD in an amount CVWD and IID considers sufficient to pay
or reimburse CVWD'’s expenses and costs. CVWD shall not be
required to undertake or continue to identify the location
of additional sites unless and until IID delivers to CVWD
the Search Deposit and the additional monies requested by
CVWD and agreed to by IID. Once CVWD has provided written
notice to IID that sites exist or do not exist, any excess
or unused Search Deposit funds will be reimbursed to IID.

3.3 In the event CVWD identifies acceptable additional
sites or in-lieu recharge opportunities, CVWD shall notify IID,
in writing, of the location thereof and whether CVWD shall design
and construct, or cause to be designed and constructed
‘Additional Recharge Facilities’ consisting of the following:
water transmission facilities if required, recharge facilities,
and pumping facilities (‘Recovery Wells’), if required, to
extract water from the Basins at such locations. In such
event, IID's right to store IID Water at such sites shall only be
subordinate to CVWD and not the Pre-Existing Right Holders.

3.4 If CVWD does not elect to construct the Additional Recharge
Facilities or develop the additional in-lieu recharge
opportunities, IID may elect to require CVWD to design and
construct recharge facilities or in-lieu recharge opportunities
at the identified site(s), ’'IID Recharge Facilities’. In such
event, IID shall pay all costs and expenses incurred or accrued
in connection with the design and construction of the IID
Recharge Facilities in accordance with the following:

(a) CVWD shall employ(with IID’s approval and
oversight), at IID's cost and expense, a gualified
professional engineering firm to plan, design and prepare
detailed construction plans and specifications for the IID
Recharge Facilities in full and complete accordance with
CVWD's design criteria and standards. Prior to hiring the
engineering firm, CVWD shall notify IID, in writing, of the
initial estimated cost of the engineering firm to complete
the foregoing. IID shall deposit such sum with CVWD the
amount set forth in the initial estimate plus an additional
fifteen percent as a contingency amount ("Engineering
Deposit"). The Engineering Deposit shall be held by CVWD
for all costs and expenses incurred by CVWD pursuant to the
agreement with the engineering firm. IID hereby authorizes



CVWD to use the Engineering Deposit to offset costs and
expenses related to the foregoing. If further funds are
necessary and IID agrees based on a proper accounting from
CVWD, IID shall, within thirty (30) days after written
demand, deposit funds with CVWD in an amount CVWD considers
sufficient to pay or reimburse CVWD’s costs and expenses.
CVWD shall not be regquired to retain or continue the
services of an engineering firm unless and until IID
delivers to CVWD the Engineering Deposit and the additional
funds requested by CVWD. Any excess or unused Engineering
Deposit funds will be reimbursed to IID.

(b) TIID shall pay or reimburse CVWD for (i) compliance
with all laws, including environmental laws and all
requirements of the Federal Endangered Species Act and the
California Endangered Species Act, arising out of or in
connection with, construction of the IID Recharge Facilities
and for compliance with all (ii) conditions and mitigation
measures of each such consent or permit which must be
satisfied in connection therewith. The term "environmental
laws" shall include, without limitation, the California
Environmental Quality Act, the National Environmental Policy
Act and other applicable state and federal environmental
laws.

(c) Following receipt of CVWD's and IID's approval of the design
and construction plans and specifications and compliance with the
environmental laws, CVWD shall employ a contractor to install the
IID Recharge Facilities. 1IID shall pay all costs and expenses
associated with the construction of the IID Recharge Facilities.
Prior to hiring the contractor, CVWD shall notify IID, in
writing, of the initial estimated cost to construct the IID
Recharge Facilities. IID shall deposit such sum with CVWD plus an
additional fifteen percent as a contingency amount ("Construction
Deposit"). The Construction Deposit shall be held by CVWD for
all costs and expenses incurred by CVWD pursuant to the agreement
with the contractor and inspections and other services relating
to the construction. IID hereby authorizes CVWD to use the
Construction Deposit to offset costs and expenses related to the
foregoing. If further funds are necessary and IID agrees based
on a proper accounting by CVWD, IID shall, within thirty (30)
days after written demand, deposit funds with CVWD in an agreed
to amount CVWD considers sufficient. CVWD shall not be required
to retain or continue the services of a contractor unless and
until IID delivers to CVWD the Construction Deposit and
additional funds requested by CVWD. Any excess or unused
Construction Deposit funds will be reimbursed to IID.

3.5 In the event IID has paid all of the costs set forth in
sections 3.1 through 3.4, IID may request storage of IID Water
pursuant to the provisions of Article II at the IID Recharge
Facilities; and IID's right to recharge and store IID Water at



such IID Recharge Facilities shall be subject to availability of
storage capacity in the Basins as determined by CVWD in its
reasonable discretion. If such capacity exists, such IID Water
storage shall be superior or senior to the Pre-Existing Right
Holders, and IID'’'s right to call for Return Water shall be
subject to available capacity in the delivery facilities to
deliver or allow the stored water to be used in CVWD'’s service
area. Such reasonable discretion on the part of CVWD shall
include a determination that said existing capacity is or will be
needed by CVWD pursuant to its groundwater management plan during
the relevant IID storage period.

3.6 At the termination of this Agreement, ownership of said IID
Recharge Facilities shall revert to CVWD.
ARTICLE IV

DELIVERY OF IID WATER TO CVWD FOR RECHARGE

4.1 IID shall deliver the IID Water to CVWD at the
Coachella Canal Heading on the All-American Canal for delivery of
the IID Water through the Coachella Canal or such other location
as shall be agreed to by the Parties ("Point of Delivery").

4.2 Notwithstanding the Point of Delivery, the risk of not
delivering the IID Water to the Recharge Facilities, Additional
Recharge Facilities and/or the IID Recharge Facilities shall
remain with IID until such water has been delivered to the
recharge facilities unless such non-delivery is a result of the
gross negligence or willful misconduct of CVWD arising out of or
in connection with the foregoing. IID agrees to waive and release
all claims against CVWD arising from or in connection with the
foregoing. Thus, for example, if there is a break in the
Coachella Canal, and IID Water is lost due to the break, CVWD
shall have no regponsibility or liability to IID due to the loss
of IID Water.

4.3 All ITD Water delivered by IID to CVWD shall be
measured by measuring devices and equipment installed or existing
at the delivery structures at the Point of Delivery. In the
event water is delivered to CVWD concurrently with the IID Water,
the amount of IID Water shall be the total amount of water
purportedly delivered less the total amount of water purportedly
delivered to CVWD.

ARTICLE V

PAYMENT TO CVWD FOR STORAGE AND RECHARGE OF IID WATER

5.1 Before IID Water is delivered to CVWD for recharge and



storage, IID shall be notified of all costs including operations,
maintenance, pro rated capital costs of the Recharge Facilities
other than IID Recharge Facilities, administration and necessary
consents, approvals, permits, licenses or entitlements, if any,
from all groundwater authorities for the purposes necessary to
implement the provisions of this Agreement. In addition, CVWD
shall notify IID of all costs for compliance with all
environmental laws and requirements of the Federal Endangered
Species Act, arising out of or in connection with, transmission
and delivery, recharge and storage of IID Water.

5.2 If IID agrees with these costs for the recharge and
storage of IID Water in the Basins andIID pays to CVWD all costs
and expenses incurred by or in connection with the transmission
of IID Water from the Point of Delivery to the Recharge
Facilities, Additonal Recharge Facilities, and/or IID Recharge
Facilities and the recharge and storage of IID Water through the
Recharge Facilities, Additional Recharge Facilites and/or IID
Recharge Facilities into the Basins in accordance with the
formula attached as Exhibit "C" hereto and by this reference
incorporated herein, and CVWD shall recharge and store the IID
Water pursuant to this Agreement.

5.3 Any dispute arising hereunder concerning actual or estimated
costs and/or expenses, including appropriate allocation thereof
among various entities including any Party hereto and whether
before or after CVWD issues an invoice therefor to IID, shall be
resclved following the procedures for the resolution of disputes
set forth in Article 17, Sections 17.1 and 17.2 of the "Agreement
For Acquisition cof Conserved Water" between the Parties hereto
dated October 10, 2003.

ARTICLE VI
IID’S STORAGE ACCOUNT

6.1 On the execution of this Agreement, CVWD shall
establish an account for water stored in the Basins for the
benefit of IID ("IID’'s Storage Account").

6.2 The Parties acknowledge that there shall be a loss of a
certain amount of IID Water from the Point of Delivery to the
recharge of such water into the Basins due to evaporation, canal
leakage and other like or similar causes. The Parties agree that
for every acre foot delivered to CVWD at the Point of Delivery,
five percent (5%)shall be deducted for such loss ("Delivery
Loss") .

6.3 The Parties acknowledge that there shall be a loss of a
certain amount of IID Water after it is stored in the Basins.

The Parties hereby agree that for every acre foot of IID Water
delivered to CVWD at the Point of Delivery less Delivery Loss



pursuant to Article 6.2, IID shall be deemed to lose five percent
(5%) of water per year due to such loss ("Storage Loss"). The
annual loss shall be prorated over a three hundred sixty five day
(365) period beginning on the day the IID Water is delivered to
CVWD.

6.4 (a) Each month, IID’s Storage Account shall be
increased by the amount of IID Water delivered to the Point
of Delivery described in section 4.1.

(b) IID’'s Storage Account shall be decreased by (i)
the amount of Colorado River water returned to IID pursuant
to the terms of Article VII below; (ii) any loss of IID
Water not due to the gross negligence or willful misconduct
of CVWD pursuant to Article 4.2 above, (iii) any amount of
water calculated as a Delivery Loss per Article 6.2 above;
and (iv) any amount of water calculated as a Storage Loss
per Article 6.3 above.

ARTICLE VIT
RETURN OF STORED WATER

7.1 IID shall provide written notice ("Return Water
Notice") to CVWD by October 1 of the preceding year in which IID
desires CVWD to return water ("Return Water") to IID. The Return
Water Notice shall include the amount of Return Water requested
by IID.

7.2 By December 1, prior to the year IID desires CVWD to
provide Return Water , CVWD shall notify IID whether IID's
Storage Account contains adequate water to satisfy IID’s request
and whether this water can be delivered to IID by exchange at
the Imperial Dam Diversion Facilities. It is the intent of the
Parties that CVWD provide Return Water to IID by reduction of the
consumptive use of Colorado River water by CVWD.

7.3 CVWD performs its obligations to make the Return Water
available for IID by reducing its consumptive use of the Colorado
River water at the Imperial Dam by an amount equal to the lesser
of (a) the amount of Return Water requested in the Return Water
Notice, or (b) the amount of water listed in the IID Storage
Account on January 1 of the Agreement Year the Return Water is to
be delivered to IID; provided that CVWD shall not be required to
make the Return Water available to IID greater than the maximum
possible reduction of the consumptive use of Colorado River water
by CVWD. When CVWD acts in that manner, CVWD has satisfied its
obligation to make Return Water available for acquisition. IID
accepts responsibility for the Return Water at the Imperial Dam.
IID bears the sole risk and responsibility of transporting the
Return Water to its service area and any and all Conveyance



Losses shall be borne by IID.

7.4 IID acquires the Return Water beginning on January 1 of the
Agreement Year in which CVWD shall provide the Return Water to
IID. IID has the complete discretion within an Agreement Year on
the scheduling of its diversions of the Return Water from
Imperial Dam to IID’s service area, subject to CVWD not being
injured by reduced flow through the Coachella Canal.

ARTICLE VIII
TERM

8.1 This Agreement shall terminate at the earlier of
seventy-five (75) years after the Benchmark Date; or concurrently
with the termination of the Quantification Settlement Agreement.

8.2 At the end of the term or upon the early termination of
this Agreement, neither the terms of this Agreement or the
conduct of the Parties in performance of this Agreement, shall be
construed to enhance or diminish the rights of either Party as
such rights existed at the execution date, including without
limitation, rights arising from the application of principles of
reliance, estoppel, intervening public use, domestic or municipal
priority, domestic or municipal shortage or emergency or
equitable apportionment.

8.3 At the end of the term or upon early termination of
this Agreement IID’'s Storage Account shall be reduced to zero.
IID shall not be entitled to any compensation or replacement
water for later storage in the Basins.

ARTICLE IX
PAYMENT

9.1 Invoices will be sent annua.ly on June 1 itemizing the
amount due to CVWD pursuant to the terms of this Agreement. The
invoice shall also specify the date of mailing IID will send by
the following July 1, a statement of acceptance of the invoice,
or a statement detailing any disagreement in the amount due and
owing. Payment of the undisputed amount and fifty percent (50%)
of any disputed amount of any such invoice shall be due on the
following August 1 ("Due Date"). Payment of the balance of any
unpaid disputed amount or refund of any of the paid disputed
amount shall be due on the tenth (10th) business day following
final resolution of the payment dispute.

9.2 Every payment to CVWD required under this Agreement
must be made in lawful money of the United States of America, to
the order of CVWD and paid by wire transfer. The initial wire



transfer instructions are as follows:

Payment will be considered made upon confirmation of
the funds being transferred and received by CVWD’s bank on or
before the Due Date, notwithstanding any clearing time or delay
in CVWD'’s bank releasing funds to CVWD. CVWD may change these
wire transfer instructions by giving a notice in accordance with
section 13.1 below.

9.3 Payment of the amount required shall be delingquent if not
received by CVWD before the close of crediting activity on the
Due Date. 1In the event that IID is delinquent in the payment of
any amount required, IID shall pay an additional charge ("Late
Payment Charge") equal to one percent (1%) of the delinquent
payment for each month or portion thereof that such payment
remains delingquent.

ARTICLE X

CONDITIONS TO THE PARTIES’ OBLIGATIONS

10.1 The obligations of the Parties under this Agreement are
subject to the IID/CVWD Acquisition Agreement becoming effective.

ARTICLE XI
DEFAULT

11.1 FEach of the following constitutes an "Event of Default"
by CVWD under this Agreement:

(a) CvwD fails to perform or observe any term, covenant or
undertaking in this Agreement that it is to perform or
observe and such default continues for forty-five (45) days
from a Notice of Default being sent in the manner provided
in section 13.1.

(b) Any warranty, representation or other statement made by
or on behalf of CVWD and contained (i) in this Agreement or
(1ii) in any other document furnished in compliance with or
in reference to this Agreement is on the date made, or later
proves to be false, misleading or untrue in any material
respect.

11.2 Each of the following constitutes an Event of Default
by IID under this Agreement:

(a) IID fails to pay the required amount by the Due Date.

If ITD fails to pay the amounts required hereunder by the
Due Date, that delinquent payment will bear a late payment

-10-



charge as set forth in section 9.1, until paid in full.

(b) IID fails to perform or observe any term, covenant or
undertaking in this Agreement that it is to perform or
observe and such default continues for forty-five (45) days
from a Notice of Default being sent in the manner provided
in section 13.1.

(c) Any warranty, representation or other statement made by
or on behalf of IID and contained (i) in this Agreement or
(ii) in any other document furnished in compliance with or
in reference to this Agreement is on the date made, or later
proves to be false, misleading or untrue in any material

respect.
ARTICLE XII
REMEDIES
12.1 Each Party recognizes that, apart from disputes

regarding costs and expenses which are subject to resolution
under the provisions of Section 5.3 above, the rights and
obligations of the Parties under this Agreement are unique and of
such a nature as to be inherently difficult or impossible to
value monetarily. If one Party does not perform in accordance
with this Agreement, the other Party will likely suffer harm
curable only by the imposition of an injunction requiring
specific performance. Thus, each of the Parties agrees that any
breach of this Agreement by any Party shall entitle the non-
breaching Party to injunctive relief, including but not limited
to, a decree of specific performance, in addition to any other
remedies at law or in equity that may be available in the
circumstances.

12.2 The Parties do not intend that any right or remedy
given to a Party on the breach of any provisions under this
Agreement be exclusive; each such right or remedy is cumulative
and in addition to any other remedy provided in this Agreement or
otherwise available at law or in equity. If the non-breaching
Party fails to exercise or delay in exercising any right or
remedy, the non-breaching Party does not thereby waive the right
or remedy. In addition, no single or partial exercise of any
right, power or privilege precludes any other or further exercise
of a right, power or privilege granted by this Agreement, or
otherwise.

12.3 Each Party acknowlecdlges that it is a "local agency"
within the meaning of section 394(c) of the California Code of
Civil Procedure (Code Civ.Proc.). Each Party further

acknowledges that any action or proceeding commenced by one Party
against the other would, under section 394 (a) of the Code of
Civil Procedure, as a mater of law be subject to:
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(a) Being transferred to a "Neutral County," or instead
having a disinterested judge for a Neutral County assigned
by the Chairman of the Judicial Council to hear the action
or proceeding.

(b) Each Party hereby:

(1) Stipulates to the action or proceeding being
transferred to a Neutral County or to having a
disinterested judge from a Neutral County assigned to
hear the action;

(1ii) Waives the usual notice required under the law-
and-motion provisions of Rule 317 of the California
Rules of Court;

(1ii) Consents to having any motion under section
394 (c) heard with notice as an ex parte matter under
Rule 379 of the California Rules of Court; and

(iv) Acknowledges that this Agreement, and in
particular this section 13.2, may be submitted to the
court as part of the moving papers.

(c) Nothing in this section, however, shall impair or limit
the ability of a Party to contest the suitability of
any particular county to serve as a Neutral County.

12.4 This Article shall not apply to disputes regarding
costs and expenses which disputes shall be resolved under
Section 5.3 of Article V above.

ARTICLE XITIT
GENERAL PROVISIONS

13.1 All notices, requests, demands or other communications
under this Agreement must be in writing, and sent to the
addresses of each Party set forth below. Notice will be
sufficiently given for all purposes as follows:

Personal Delivery. When personally delivered to the
recipient. Notice is effective on delivery.

Certified Mail. When mailed certified mail, return
receipt requested, postage prepaid. Notice is

effective on receipt, if a return receipt confirms
delivery.

Overnight Delivery. When delivered by an overnight
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delivery service such as Federal Express, charges
prepaid or charged to the sender’s account. Notice is
effective on delivery, if delivery is confirmed by the
delivery service.

Facsimile Transmission. Notice is effective on
receipt, provided that the facsimile machine provides
the sender a notice that indicates the transmission was
successful, and that a copy is mailed by first-class
mail on the facsimile transmission date.

Addresses for purpose of giving notice are as follows:

IID: Imperial Irrigation District
Attention: General Manager

Mail: P.O. Box 937
Imperial CA 92251

Personal/

OvernightPersonal 333 E Barioni
Blvd

Overnight:Imperial CA 92251
Telephone: 760-339-9477
Facsimile: 760

CVWD: Coachella Valley Water

District
Attention: General Manager/Chief
Engineer
Mail: P.O. Box 1058

Coachella CA 92236

Personal/ Highway 111 and Avenue 52
Overnight: Coachella CA 92236
Telephone: 760-398-2651

Facsimile: 760-398-3711

(a) A correctly addressed notice that is refused, unclaimed
or undeliverable because of an act or omission by the Party
to be notified will be deemed effective as of the first date
that notice was refused, unclaimed or deemed undeliverable
by the postal authorities, messenger or overnight delivery
service.

(b) A Party may change its address by giving the other
Party notice of the change in any manner permitted by this
Agreement.

13.2 No waiver of a breach, failure of condition or any
right or remedy contained in or granted by the provisions of this
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Agreement is effective unless it is in writing and signed by the
Party waiving the breach, failure, right or remedy. No waiver of
a breach, failure of condition or right or remedy is or may be
deemed a waiver of any other breach, failure, right or remedy,
whether similar or not. In addition, no waiver will constitute a
continuing waiver unless the writing so specifies.

13.3 This Agreement may be executed in two or more
counterparts, each of which, when executed and delivered, shall
be an original and all of which together shall constitute one
instrument, with the same force and effect as though all
signatures appeared on a single document.

13.4 This Agreement is made solely for the benefit of the
Parties and their respective permitted successors and assigns (if
any). Except for such permitted successor or assign, no other

person or entity may have or acquire any right by virtue of this
Agreement.

13.5 Each Party and its counsel have participated fully in
the drafting, review and revision of this Agreement. A rule of
construction to the effect that ambiguities are to be resolved
against the drafting Party will not apply in interpreting this
Agreement, including any amendments or modifications.

13.6 This Agreement shall be governed by and construed in
accordance with the laws of the State of California, without
giving effect to conflict of law provisions.

13.7 This Agreement is and will be binding upon and will
inure to the benefit of the Parties and upon dissolution, the
legal successors and assigns of their assets and liabilities. No
Party may assign any of its rights or delegate any of its duties
under this Agreement and any assignment of delegation made in
violation of this Agreement shall be void and of no force or
effect.

13.8 This Agreement (including the appendices and exhibits
hereto constitutes the final, complete and exclusive statement of
the terms of the Agreement among the Parties pertaining to its
subject matter and supersedes all prior and contemporaneous
understandings or agreements of the Parties. No Party has been
induced to enter into this Agreement by, nor is any Party relying
on, any representation or warranty outside those expressly set
forth in this Agreement.

13.9 This Agreement may be supplemented, amended or modified
only by the written agreement of the Parties. No supplement,
amendment or modification will be binding unless it is in writing
and signed by all Parties.

13.10 The Parties hereby agree that during the term of this
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Agreement that IID and its representatives shall have the right,
during business hours and upon three (3) business day written
notice, to have access to the books and records with respect to
IID's Storage Account. CVWD shall be required to retain books and
records for a three (3) year period after any Calendar Year.

13.11 If the performance of this Agreement, or any obligation
hereunder, is interfered with by fire, explosion, an act of God,
war, revolution, labor strife, civil commotion, or any act of
public enemies, notwithstanding anything contained herein, the
failure or delay in performance by either party shall be excused
on a day by day basis to the extent of such interference provided
that the Party so affected uses it reasonable efforts to remove
such causes of non-performance.

WHEREFORE, the Parties hereto have executed this Agreement
on the date set out above.

CVWD :

COACHELLA VALLEY WATER

DISTRICT, a Ca

Water Distric

ig County
{

By .
Its: General Manager-Chief
Engineer

IMPERIAL IRRIGATION DISTRICT,
a California Irrigation
District 7

Itsi/ /
By_
Its MHIEE CoOrNSEL
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EXHIBIT A

DEFINITIONS

1998 IID/SDCWA Transfer Agreement - The
Agreement for Transfer of Conserved Water by
and between IID and the San Diego County
Water authority dated April 29, 1998.

Agreement Year - As defined in
Section 1.1(i) of the 1998 IID/SDCWA Transfer
Agreement.

Benchmark Date - As defined in
Section 1.1(r) of the 1998 ITID/SDCWA Transfer
Agreement.

Calendar Year - The twelve (12)-month
period running from January 1 through
December 31.

California Environmental Quality Act

(CEQA) - California Public Resources Code
§§ 2100 et seqg.

Conveyance Losses - The actual loss of
water to evaporation, seepage, or other
similar cause resulting from any
transportation of Conserved Water from
Imperial Dam to the CVWD service area or to
the MWD service area, as the case may be.

IID/CVWD Acquisition Agreement - The
Agreement for Acquisition of Conserved Water
by and between IID and CVWD dated October 10,
2003.

National Environmental Policy Act
("NEPA") - Title 4, United States Code § 4321
et seqg., 40 Code of Federal Regulations
§ 1500.1 et seqg.

Quantification Settlement Agreement -
The agreement of same title among CVWD, The
Metropolitan Water District of Southern
California and the IID dated October 10,
2003.
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EXHIBIT B

DESERT WATER AGENCY
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EXHIBIT C

COST FORMULA

Within thirty (30) days of the identification
of Recharge Facilities or Additional Recharge
Facilities by CVWD, or the identification of
IID Recharge Facilities by IID, CVWD and IID
shall meet and confer and negotiate in good
faith to set a formula by which IID shall pay
CVWD for all costs and expenses incurred by
CVWD in connection with the transmission of
water from the Point of Delivery, to the
Recharge Facilities, into the basins, and the
delivery of Return Water. Should CVWD and
IID be unable to reach agreement within sixty
(60) days of their initial meeting, any
remaining disagreements shall be determined
in accordance with Section 17.2 of the
IID/CVWD Acquisitiori Agreement.



AGREEMENT FOR ACQUISITION OF WATER BETWEEN
COACHELLA VALLEY WATER DISTRICT AND THE
METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA

THIS AGREEMENT FOR ACQUISITION OF WATER (“Agreement”) is made and
entered into this 10th day of October, 2003, by and between THE METROPOLITAN WATER
DISTRICT OF SOUTHERN CALIFORNIA (“MWD?”), a California metropolitan water district,
and COACHELLA VALLEY WATER DISTRICT (“CVWD?”), a California county water
district, each of which is at times referred to individually as “Party’’ and which are at times
collectively referred to as “Parties.”

RECITALS:

A. Imperial Irrigation District (“IID”) is an irrigation district organized under the
California Irrigation District Law, codified at §§ 20500 et seq. of the California Water Code, and
delivers Colorado River water in Imperial County, California for irrigation and potable purposes.

B. MWD is a metropolitan water district organized under the California Metropolitan
Water District Act, § 109-1 of the Appendix to the California Water Code, and delivers Colorado
River water in Los Angeles, Orange, Riverside, San Bernardino, San Diego and Ventura,
Counties, California for domestic and irrigation purposes.

C. CVWD is a county water district organized under the California County Water
District Law, codified at §§ 30000 et seq. of the California Water Code, and delivers Colorado
River water in Riverside County, California for irrigation and potable purposes.

D. This Agreement is one of several agreements executed and delivered as of the
date hereof by the Parties and by other agencies, including IID, pursuant to the Quantification
Settlement Agreement among the Parties and IID dated as of the date of this Agreement (the
“QSA”), which settles a variety of long-standing disputes regarding the priority, use and transfer
of Colorado River water and establishes the terms for the further distribution of Colorado River
water among these entities for up to seventy-five years based upon the water budgets set forth
therein.

E. The QSA provides, in part, that certain parties thereto shall enter into a binding
agreement wherein IID shall have the obligation to provide and CVWD shall have the right to
acquire up to fifty thousand (50,000) acre-feet of Conserved Water per year and an additional
fifty-three thousand (53,000) acre-feet per year of Conserved Water on the terms and conditions
set forth therein. Pursuant thereto, IID and CVWD are executing contemporaneously herewith
that certain Agreement for Acquisition of Conserved Water between Imperial Irrigation District
and Coachella Valley Water District. Pursuant to the [ID/CVWD Acquisition Agreement,
CVWD may at its election occasionally reduce or permanently reduce, upon notice given to 11D,
its obligation to acquire the Conserved Water.



F. MWD has certain rights to take and pay for the Conserved Water in the event that
CVWD chooses not to acquire the Conserved Water pursuant to the IID/CVWD Acquisition
Agreement.

G. Pursuant to the [ID/CVWD Acquisition Agreement, [1D’s obligation to make
available and CVWD'’s right to acquire the Second Fifty-Three Thousand Acquisition shall
terminate on the earlier of the termination of the IID/CVWD Acquisition Agreement or the end
of Year 45 (as that term is defined in the QSA) (“Expiration Date”).

H. MWD has agreed to pay or reimburse CVWD for a portion of CVWD's cost to
acquire the Second Fifty-Three Thousand Acquisition in accordance with the terms and
conditions set forth in the QSA.

L Beginning in Year 46, as such term is defined in the QSA, IID is to be relieved of
its obligation to provide the Second Fifty-Three Thousand Acquisition to CVWD, and MWD is
to provide or cause to be provided to CVWD up to Fifty Thousand (50,000) acre-feet of water
per year as Replacement Water for the Second Fifty-Three Thousand Acquisition, on the terms
and conditions set forth herein.

J. The QSA further provides, in part, that the Parties hereto are to enter into, subject
to the satisfaction or waiver of any conditions precedent set forth in the QSA, an agreement
wherein MWD is to deliver to CVWD thirty-five thousand (35,000) acre-feet per year of water
(“Entitlement Water”) to which MWD is entitled pursuant to the State Water Resources
Development System, authorized and constructed pursuant to California Water Code §§ 12930,
et seq. (“State Water Project”). All deliveries of Entitlement Water shall be exchanged with
MWD for 35,000 acre-feet per year of MWD’s Colorado River water (“Exchange Water”)
(“MWD/CVWD Delivery and Exchange Agreement”).

K. The Parties desire to set forth terms and conditions of the above described
arrangements.

L. The Parties do not intend to, and under the Agreement do not in any way,
transfer, assign, encumber, or grant to each other any ownership interest in or control over each
other’s water rights.

M. The Parties intend that this Agreement shall become effective and commence
only after compliance with the California Environmental Quality Act, California Public
Resources Code §§ 2100 et seq. (“CEQA”), and the National Environmental Policy Act, Title 4,
United States Code §§ 4321 et seq. (“NEPA”), as applicable.



AGREEMENT

NOW THEREFORE, in consideration of the covenants and agreements contained in this
Agreement and for other good and valuable consideration, the receipt and sufficiency of which
the Parties hereby acknowledge, CVWD and MWD agree as follows:

ARTICLE 1
DEFINITIONS

1.1 Incorporated Definitions. The terms with initial capital letters and acronyms

that are used in this Agreement shall have the same meanings as set forth in Section 1.1 of the
QSA, unless the context otherwise requires.

1.2 Additional Definitions. As used in this Agreement, in addition to the QSA

defined terms, the following terms shall have the meanings set forth below:

1
2)
(€))
C))
3
(6)

Due Date. As defined in Section 3.3 of this Agreement.

Entitlement Water. As defined in Recital J.

[Intentionally not used.]
[Intentionally not used.]
[Intentionally not used.}

First Fiftv Thousand Acquisition. As defined in the IID/CVWD

Acquisition Agreement.

)
®
®

Agreement.

(10)
Agreement.

(11)

Agreement.
(12)
13)
(14)

Expiration Date. As defined in Recital G.

NEPA. As defined in Recital M.

Occasional Reduction Notice. As defined in the IID/CVWD Acquisition

Permanent Reduction Notice. As defined in the [ID/CVWD Acquisition

Postponement Notice. As defined in the IID/CVWD Acquisition

Option. As defined in the ID/MWD Acquisition Agreement.
QSA. As defined in Recital D.

Replacement Water. As defined in Section 4.1 of this Agreement.




(15) RFR Exercise Notice. As defined in the ID/MWD Acquisition

Agreement.

(16) Right of First Refusal. As defined in the [ID/MWD Acquisition

Agreement.

(17)  Second Fiftv-Three Thousand Acquisition. As defined in the
ID/CVWD Acquisition Agreement.

(18) [Intentionally not used.]

(19) State Water Project. As defined in Recital J.

1.3 Rules of Construction and Word Usage. The provisions of Section 1.2 of the
QSA are incorporated herein by reference, unless the context requires otherwise.

ARTICLE 2
BASIC PROVISION

Subject in all events to the specific terms and conditions of this Agreement:

(a) CVWD will compromise certain positions, amend the 1989 Approval
Agreement, and cause portions of the Coachella Canal to be lined in order to create Conserved
Water for acquisition in accordance with the Allocation Agreement, as defined in the QSA.

(b) MWD will compromise certain positions, amend the 1989 Approval
Agreement, work cooperatively with CVWD to cause the State of California to pay for lining a
portion of the Coachella Canal, reimburse CVWD for certain costs associated with CVWD’s
acquisition of Conserved Water from IID and provide CVWD with Replacement Water.

(c) CVWD and MWD agree that at the termination of this Agreement, neither
the terms of the Agreement nor the conduct of the Parties in performance of this Agreement
confers upon the other any legal or equitable rights that would not have existed in the absence of
this Agreement and the Parties’ performance hereunder.

ARTICLE 3
REIMBURSEMENT FOR A PORTION OF COST FOR
CONSERVED WATER

3.1 Second Fifty-Three Thousand Acquisition Price. The QSA and the [ID/CVWD
Acquisition Agreement provide that CVWD shall have the right to acquire the Second Fifty-
Three Thousand Acquisition from [ID for One Hundred Twenty-Five Dollars ($125.00) in 1999
Dollars per AF.

3.2 Reimbursement Obligations. MWD hereby agrees to reimburse CVWD for a
portion of the amount actually paid by CVWD to IID for acquisition of Fifty Thousand (50,000)
AF out of the Second Fifty-Three Thousand Acquisition as follows:




(1) An amount equal to Seventy-five Dollars ($75.00) in 1999 Dollars per AF
for the first (1st) Twenty Thousand (20,000) AF per year of the Second Fifty Thousand
Acquisition; and

(2) An amount equal to Forty-two Dollars and Fifty Cents (§42.50) in 1999
Dollars per AF for the amount of water exceeding Twenty Thousand (20,000) AF per year of the
Second Fifty Thousand Acquisition up to a maximum of Thirty Thousand (30,000) AF per year.

3.3 MWD Pavments of Reimbursement Obligations. Promptly after receipt by
CVWD and MWD of an annual invoice from IID with respect to water acquired pursuant to the
Second Fifty-Three Thousand Acquisition, as contemplated by Section 6.1 of the [ID/CVWD
Acquisition Agreement, the appropriate officers of CVWD and MWD shall meet and confer with
a view to reaching agreement on behalf of CVWD and MWD as to the accuracy (or inaccuracy)
of such invoice and the substance of any joint communication to be timely made to IID with
respect to the amounts due and owing by each of CVWD and MWD to IID.

(1) MWD shall pay directly to IID, by the Due Date and in the manner set
forth in Sections 6.1 and 6.2 of the IID/CVWD Acquisition Agreement, MWD's share of any
undisputed amount of each such invoice, plus fifty percent (50%) of its share of any jointly
disputed amount. MWD also shall pay directly to IID the balance of any unpaid disputed
amount, and shall be entitled to receive directly from I[ID MWD's share of any refund of a paid
disputed amount, following final resolution of the payment dispute with IID.

(2) In the event that CVWD and MWD disagree, or are for any reason unable
timely to reach agreement, as to the proper amount of MWD's reimbursement obligation under
Section 3.2 with respect to any annual invoice from [ID, MWD shall, at least two Business Days
prior to the June 15 following the date of such invoice, provide to CVWD a written statement
detailing MWD's position as to the proper amount of its reimbursement obligation thereunder
and, on or before the Due Date, shall pay directly to IID with respect to such invoice the amount
that MWD has determined to be proper and shall pay to CVWD fifty percent (50%) of the
difference between such amount and the amount CVWD has determined to be MWD's proper
reimbursement (but not in excess of the amount specifically allocated to MWD on the IID
invoice). In any such event, CVWD shall assume unilateral responsibility for providing the
appropriate statement to IID, and for making all required payments to IID (net of any payment
made to IID by MWD) with respect to the IID invoice in question, pursuant to Section 6.1 of the
IID/CVWD Acquisition Agreement.

3) Any dispute between CVWD and MWD over the proper amount of
MWD's reimbursement obligation shall be resolved pursuant to Section 12.1(1). Payment of the
balance of any unpaid disputed amount or any refund of any of the disputed amount paid by
MWD (including, in either case, late payment charges with respect to such amount accruing from
the Due Date, as calculated in the manner set forth in Section 3.6 shall be due and payable on the
tenth (10™) Business Day following final resolution of the payment dispute.

@) The Parties acknowledge that CYVWD is directly liable to IID for the full
payment for the Second Fifty-Three Thousand Acquisition, and that, as an accommodation to the
Parties, IID will accept direct payment from both MWD and CVWD. However, if MWD fails



timely to pay IID any amount to be paid by MWD directly to [ID in accordance with this Section
3.3, and if CVWD instead pays such amount to [ID, MWD shall promptly reimburse such
amount to CVWD together with late payment charges accruing from the date such payment was
originally due to be paid by MWD to IID, as determined in accordance with Section 3.6.

3.4 Payvments. Any payment to CVWD required under this Agreement must be made
in lawful money of the United States of America, to the order of CVWD, and paid by wire
transfer. The initial wire transfer instructions are as follows:

COACHELLA VALLEY WATER DISTRICT

Wire to:

Union Bank of California

445 S. Figueroa Street

Los Angeles, CA 90071

ABA No. 122000496

Contact Person: Donna Tredway

Credit to: Coachella Valley Water District
Account No. 2740013028

3.5 Timing of Pavment. Payment will be considered made by MWD upon
confirmation of the funds being transferred and received by CVWD’s bank, notwithstanding any
clearing time or delay in CVWD's bank releasing funds to CVWD. CVWD may change these
wire transfer instructions by giving notice in accordance with Section 15.12 below.

3.6  Late Pavments. Payment of any amount required to be paid to CVWD shall be
delinquent if not received by CVWD before the close of crediting activity on the date any such
payment is due. In the event that MWD is delinquent in the payment to CVWD of any amount
required, MWD shall pay a late payment charge equal to two percent (2%) of the delinquent
payment for each month or portion thereof that such payment remains delinquent, provided,
however, that if the total period of delinquency does not exceed five (5) Business Days, the
additional charge shall be equal to one percent (1%) of the delinquent payment.

3.7  Settling-Up Invoice. Promptly after receipt by CVWD and MWD of an IID
settling-up invoice, as contemplated by Section 6.4 of the IID/CVWD Acquisition Agreement,
the appropriate officers of CVWD and MWD shall meet and confer with a view to reaching
agreement on behalf of CVWD and MWD as to the accuracy (or inaccuracy) of such invoice and
the substance of any joint communication to be timely made to IID with respect to the amounts
due and owing by each of CVWD and MWD to IID or the amounts of credit to which each of
CVWD and MWD shall be entitled. Should there be a disagreement between CVWD and
MWD, or failure timely to reach agreement, concerning the payment or credit amounts of the IID
settling-up invoice, the payment provisions pending resolution of the dispute will be the same as
those applicable to disputes between CVWD and MWD over [ID invoices as provided in Section
3.3 above.




ARTICLE 4
REPLACEMENT WATER

4.1 MWD Replacement Water Obligation. The QSA and the [ID/CVWD
Acquisition Agreement relieve 11D of the obligation to provide the Second Fifty-Three Thousand
Acquisition to CVWD on the Expiration Date. MWD shall provide or cause to be provided to
CVWD up to Fifty Thousand (50,000) AF of water per year to replace the Conserved Water
theretofore provided by IID to CVWD (“Replacement Water”) beginning on the day after the
Expiration Date and continuing until the Termination Date. The extent of MWD’s obligation to
make the water available to CVWD if it is Colorado River water is to reduce MWD’s diversions
from the Colorado River below that which it would otherwise have been absent this obligation to
permit the water so made available to be delivered by the Secretary to Imperial Dam. In the
event that the Replacement Water obligation is fulfilled by non-Colorado River water, the Parties
will work cooperatively to make all necessary arrangements to have the water delivered to
CVWD at a mutually agreed upon delivery point. CVWD has no duty to divert any or all of the
Replacement Water. The payments by CVWD to MWD for Replacement Water are due and
payable whether or not CVWD diverts the water.

4.2  Permanent Reduction of Replacement Water. MWD’s obligation to provide or
cause to be provided Replacement Water will be reduced incrementally in reverse order to the
extent of any water which is the subject of a Permanent Reduction Notice.

4.3 Occasional Reductions to Replacement Water. CVWD shall have a limited
right to occasionally reduce the amount of Replacement Water. This limited right is subject to
the following terms and conditions:

(1) Annual Reduction Amount. The occasional reductions shall be in a
volume comprised of one or more increments of five thousand (5,000) AF.

2) Aggregate Reduction Maximum. CVWD may not reduce its acquisition
of Replacement Water by more than one hundred thousand (100,000) AF in the aggregate during
any rolling ten-year period.

3) Frequencv. CVWD may not exercise its limited right to an occasional
reduction in more than three years in any rolling ten-year period nor more than three years in
succession.

@) Notice. CVWD shall provide written notice to MWD at least one year
prior to the January 1 of any Calendar Year in which the occasional reduction is to take place.
The notice shall specify the annual reduction amount and number of years and contain sufficient
information for MWD to determine CVWD compliance with aggregate maximum, and
frequency limitations.

4.4 MWD Use or Transfer of Non-Acquired Replacement Water. MWD shall
have the right to use or transfer the Replacement Water occasionally not acquired by CVWD
subject to applicable restraints under then existing law. MWD shall make reasonable efforts to
lawfully use or transfer Replacement Water occasionally not acquired by CVWD. If MWD
reasonably chooses to use some or all of the non-acquired Replacement Water, CVWD shall be




relieved of its payment obligations for the volume used by MWD. If MWD lawfully transfers
some or all of the Replacement Water occasionally not acquired by CVWD, CVWD shall be
relieved of its payment obligation in an amount equal to the value of the consideration received
by MWD in exchange for the transferred Replacement Water, provided however, that in no event
will CVWD have any right to share in or receive any payment as a result of MWD’s transfer of
the Replacement Water. CVWD will also be relieved of its payment obligation to the extent of
payments MWD would receive should MWD decide not to engage in a lawful transfer to a
ready, willing and able transferee. CVWD can bring potential transferees to MWD’s attention
for MWD’s consideration. Should MWD be unable to reasonably use or transfer the non-
acquired Replacement Water, CVWD shall not be relieved of its payment obligation to MWD,
but will be permitted to use the Replacement Water for any lawful purpose within its
jurisdictional boundary.

4.5 Replacement Water Price. CVWD shall pay to MWD for the Replacement
Water an amount equal to Fifty Dollars ($50.00) in 1999 Dollars per AF for the first Twenty
Thousand (20,000) AF of Replacement Water per year, Eighty-Two Dollars and Fifty Cents
($82.50) in 1999 Dollars per AF for Replacement Water exceeding Twenty Thousand (20,000)
AF of water per year up to a maximum of Thirty Thousand AF per year, plus in each case an
amount equal to the lesser of (1) Three Dollars and Fifty Cents ($3.50) in 1999 Dollars per AF, or
(ii) the actual annualized cost incurred by MWD to comply with federal, state and local
environmental laws and regulations, denoted as mitigation costs directly associated with making
the water available to CVWD at Imperial Dam

4.6 Invoices. Invoices will be sent by MWD annually on June 1, and specify the
date of mailing, date on which the payment becomes due, per acre-foot charges, and total amount
due and owing. CVWD will send by the following June 15 a statement of acceptance of the
invoice, or a statement detailing any disagreement in the per acre-foot charges or the total
amount due and owing. Payment of the undisputed amount and fifty per cent (50%) of any
disputed amount of any such invoice shall be due on the following July 1. Payment of the
balance of any unpaid disputed amount, or refund of any of the paid disputed amount shall be
due on the tenth (10™) Business Day following final resolution of the payment dispute.

4.7 Amount of Annual Pavments. The amount for each annual payment is the
quantity in AF of Replacement Water available to be acquired as of January 1 of that Year times
the applicable price in 1999 Dollars.

4.8  Method of Pavment. Every payment to MWD required under this Agreement
must be made in lawful money of the United States of America, to the order of MWD and paid
by wire transfer. The initial wire transfer instructions are as follows:




METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA
Wire to:

Bank of America

Metropolitan Water District of Southern California

Credit to:
Account No. 1459350937
ABA No. 121000358

Payment will be considered made by CVWD upon confirmation of the funds being
transferred and received by MWD’s bank on or before the Due Date, notwithstanding any
clearing time or delay in MWD’s bank releasing funds to MWD. MWD may change these wire
transfer instructions by giving notice in accordance with Section 15.12 below.

4.9 Late Pavments. Payment of the amount required shall be delinquent if not
received by MWD before the close of crediting activity on the date such payment is due. In the
event that CVWD is delinquent in the payment of any amount required, CVWD shall pay a late
payment charge equal to two percent (2%) of the delinquent payment for each month or portion
thereof that such payment remains delinquent, provided, however, that if the total period of the
delinquency does not exceed five (5) Business Days, the additional charge shall be equal to one
percent (1%) of the delinquent payment.

4.10 Annual Settling-Up Pavment. Although the payment provision set forth above
1s based on a price as of each July 1 expressed in 1999 Dollars, as adjusted by the Inflation
Index, it is expected that as of the date that the invoice is to be prepared and sent to CVWD, only
a United States published estimate of the relevant Inflation Index determinations may be
available, with the final determination by the United States not being available until a later date.
In contemplation of that circumstance, MWD shall send a settling-up invoice to CVWD within
sixty (60) days of the United States publication of the relevant Inflation Index final
determinations which identifies any change, as a payment or credit due, in the previously sent
invoice. Within thirty (30) days of transmission of the MWD settling-up invoice, CVWD will
send a statement of acceptance of the settling-up invoice, or a statement detailing any
disagreement. The payment by or credit to CVWD will be due by adding the payment or
subtracting the credit, in either case without interest, to the next June 1 invoice sent by MWD,
with payment due on the following July 1. Should there be a disagreement in the payment or
credit amount of the MWD settling-up invoice, the payment provisions pending resolution of the
dispute will be the same as disputes over the June | invoices.

4.11 Schedule. CVWD shall, on an annual basis, prepare a schedule for the delivery
of the Replacement Water for the next succeeding calendar year. MWD shall initiate or cause to
be initiated making such water available to CVWD at Imperial Dam and shall make such water
available pursuant to such schedule unless otherwise mutually agreed.

4.12  No Cumulative Rights. CVWD’s right to acquire Replacement Water under
this Agreement is not cumulative and CVWD has no right to any such Replacement Water that it
does not divert within the Agreement Year. Thus, if CVWD fails to divert all of the
Replacement Water to which it is entitled under this Agreement in any one Agreement Year, the




amount which CVWD is entitled to acquire and the amount that MWD is obligated to make
available under this Agreement in any other Agreement Year is unaffected.

4.13  Environmental Compliance. Subject to the payment requirement set forth in
Section 4.5 above, MWD shall, prior to the Termination Date, at its sole cost and expense, be
responsible for compliance with all environmental laws and all requirements of the Federal
Endangered Species Act and the California Endangered Species Act, arising out of or in
connection with making the Replacement Water available to CVWD at Imperial Dam and for
compliance with all conditions and mitigation measures of each such consent or permit which
must be satisfied for the purposes of making available the Replacement Water at Imperial Dam.
The term “environmental laws” shall include, without limitation, CEQA, NEPA, the Endangered
Species Act and other applicable state and federal environmental laws. In addition to the
foregoing, MWD shall, at its sole cost and expense, apply for and obtain all necessary consents,
approvals, permits, licenses or entitlements, if any, from all governmental authorities, including,
but not limited to, the United States Fish and Wildlife Service and the California Department of
Fish and Game for the purposes of making available Replacement Water at Imperial Dam.

ARTICLE 5
APPROVAL AGREEMENT WATER

5.1 IID/MWD 1988 Agreement and 1989 Approval Agreement. The [ID/MWD
1988 Agreement and the 1989 Approval Agreement shall be amended as set forth in the
Amendment to the Agreement for the Implementation of a Water Conservation Program and Use
of Conserved Water between the Imperial [rrigation District and The Metropolitan Water District
of Southern California and the Amendment to Approval Agreement among the Imperial
Irrigation District, The Metropolitan Water District of Southern California, Palo Verde Irrigation
District, and Coachella Valley Water District, which Amendments are executed as of the date of
this Agreement. The Agreement to Supplement Approval Agreement between MWD and
CVWD dated December 19, 1989 shall be amended as set forth in the Amendment to Agreement
to Supplement Approval Agreement between The Metropolitan Water District of Southern
California and Coachella Valley Water District, which amendment is executed as of the date of
this Agreement.

ARTICLE 6
DELIVERY AND EXCHANGE OF STATE WATER PROJECT WATER

6.1 MWD/CVWD Delivery and Exchange Agreement. The delivery of 35,000 AF
of MWD’s State Water Project entitlement to CVWD and the exchange of such Entitlement
Water for a portion of MWD’s Colorado River water supplies shall be as set forth in
MWD/CVWD Delivery and Exchange Agreement.

ARTICLE 7
CONDITIONS TO CVWD’s and MWD’s OBLIGATIONS

7.1 Satisfaction of Conditions. CVWD’s rights to reimbursement and to acquire and
pay for Replacement Water, and MWD’s obligations to provide Replacement Water and to
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reimburse CVWD, are all subject to the Execution of the QSA and the Related Agreements dated
as of the date of this Agreement.

7.2 Written Waiver of Conditions. The Parties may agree to waive in writing any
one or more of the foregoing conditions, in whole or in part; provided, however, that neither

Party shall waive review in accordance with CEQA or NEPA or other requirements under
applicable laws.

7.3 Extension by Agreement. The Parties may agree to extend the date by which
any condition must be satisfied or waived.

7.4 Consequence of Failure of Conditions. If the conditions in this Article are not
timely satisfied or waived, then this Agreement will be void ab initio, and all rights granted by
this Agreement will be terminated and forfeited.

ARTICLE 8
PRIORITIES 3a, 4, 5, 6a AND 7

8.1 Limitation on Diversions. CVWD and MWD have agreed to limit diversions
under Priorities 3a, 4, 5, 6a and 7 as explicitly set forth in the QSA.

ARTICLE 9
NOTICE OF OCCASIONAL AND PERMANENT REDUCTIONS

9.1 MWD Rights of First Refusal. CVWD acknowledges the importance of, and
acquiesces in, MWD’s rights to acquire from IID any portions of the First Fifty Thousand or
Second Fifty-Three Thousand Acquisitions that CVWD determined not to acquire in accordance
with its rights to Occasional and/or Permanent Reductions, all as provided for Sections 3.5 and
3.7 of the IID/CVWD Acquisition Agreement, as well as the importance of the Option discussed
below.

9.2 CVWD Notices. CVWD shall provide a copy of its Occasional Reduction Notice
or Permanent Reduction Notice to MWD at the same time that the notice is provided to IID in
accordance with Section 3.5 and 3.7 of the [ID/CVWD Acquisition Agreement.

9.3 MWD Notices. MWD shall provide a copy to CVWD of'its RFR Exercise
Notice to either exercise its Right of First Refusal or its decision to decline the exercise of its
Right of First Refusal at the same time that the RFR Exercise Notice is provided to IID in
accordance with the terms of Section 5.1 of the IID/MWD Acquisition Agreement. By declining
to exercise its Right of First Refusal MWD does not waive its rights, if any, under the QSA and
Related Agreements, to challenge any transaction by CVWD and/or 1ID to make the Conserved
Water available to others.

9.4 MWD Rejection of RFR. MWD’s failure to provide the RFR Exercise Notice in
accordance with Section 5.1 of the ID/MWD Acquisition Agreement shall be a conclusive
rejection by MWD of its election to exercise its Right of First Refusal to any of the Conserved
Water identified in the Occasional or Permanent Reduction Notice.
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ARTICLE 10
OPTION WATER

10.1 MWD Option on Conserved Water. CVWD acknowledges the importance of,
and acquiesces in, MWD’s rights pursuant to the Option to acquire from IID four thousand
(4,000) AF of Conserved Water in 2008, eight thousand (8,000) AF of Conserved Water in 2009,
and up to ten thousand (10,000) AFY in each of 2010 through 2016 to the extent that CVWD
could have acquired such volumes of Conserved Water from IID in such Years, but elects
pursuant to Section 3.3 or Section 3.4 of the ID/CVWD Acquisition Agreement to acquire less
Conserved Water in such years than the maximum volumes otherwise contemplated under
Section 3.1 of such Agreement.

1) Notices. CVWD shall provide a copy of any Postponement Notice and/or
Adjustment Notice to MWD at the same time that such notice is provided to IID in accordance
with Sections 3.3 and 3.4 of the IID/CVWD Acquisition Agreement.

2) Exercise of Option. MWD shall send to CVWD a copy of any MWD
notice to IID of the exercise of MWD’s rights under the Option as provided in Article 6 of the
[ID/MWD Acquisition Agreement.

A3) Reimbursement of CVWD Environmental Costs.

(1) In any Year in which MWD exercises its rights to acquire from IID
Conserved Water under the Option or MWD’s Right of First Refusal, MWD shall pay to CVWD
for each acre-foot acquired as reimbursement to CVWD for environmental mitigation and Salton
Sea Restoration Fund payments made by CVWD for such water an amount to be determined at
such time (“exercise date”) as follows:

(a) The base reimbursement amount per acre-foot shall be one (1)
divided by the aggregate amount of Conserved Water that CVWD is entitled to receive from IID
pursuant to the IID/CVWD Acquisition Agreement in effect as of the date of this Agreement,
multiplied by the sum of the then present value of monies that CVWD has paid to the QSA-Joint
Powers Authority (“QSA-JPA”) as of the exercise date and the present value of the remaining
monies that CVWD is obligated to pay to the QSA-JPA after the exercise date, and

(b) The present value calculations for purposes of clause (i) shall
be done using the lesser of a six percent (6%) per annum interest/discount rate or such rate as
may then be in effect for purposes of QSA-JPA calculations of payment obligations.

(11) Upon the termination of the QSA-JPA, in the event that the then
present value of CVWD’s aggregate payments to the QSA-JPA, calculated by using the same
interest/discount factor used for purposes of subsection (i) is less than the multiplier of the
fraction used for purposes of subsection (i), then in such event the amount determined under
subsection (i) shall be re-determined using such lower amount as the multiplier, and any
difference refunded by CVWD to MWD, with interest at the same rate.



(i11)  Payment under this section 10.1(3)(1) shall be made to CVWD at
the same time as payment is made to IID for the Conserved Water acquired by MWD.

ARTICLE 11
TERM

11.1  Term. This Agreement shall commence as of the Closing Date and shall
terminate on the Termination Date.

11.2  Effective Date. The obligations of the Parties under Articles 2, 3,4, 5,6, 8,9, 10
and 15 hereof shall be contingent upon the occurrence of, and shall not become effective until,
the Effective Date.

11.3  Effect of Termination. The provisions of Section 3.4 of the QSA are
incorporated herein by reference.

ARTICLE 12
DEFAULTS AND DISPUTES

12.1 Nature of Dispute or Claim. Disputes between CVWD and MWD arising under
this Agreement shall be resolved in accordance with the procedures described in this Article 12.

) Disputes between the Parties on the following subjects shall be resolved
under the binding arbitration process set forth in Section 12.2: (1) the amount of any payment
claimed by CVWD to be due and owing from MWD; (i1) the amount of any payment claimed by
MWD to be due and owing from CVWD; (ii1) the calculation or application of the Inflation
Index; and (iv) the reasonableness of steps taken by CVWD or MWD to cure or resolve the
effects of a Force Majeure event under Section 15.1;

2) All other disputes and claims arising under this Agreement shall be
resolved in an action or proceeding between the Parties, subject to the terms and conditions set
forth in Section 12.3, unless otherwise mutually agreed.

12.2  Arbitration. Disputes on the subjects specified in Section 12.1 that cannot be
resolved by agreement shall be resolved through binding arbitration conducted in a Neutral
County or such other location as the Parties may agree.

(1) An arbitration proceeding may be initiated by either Party sending a
demand for arbitration to the other Party in conformance with the Notice provisions set forth in
Section 15.12 of this Agreement. The Parties shall impanel a group of three arbitrators by each
designating an arbitrator of their choice who shall then select the third panel member. If the two
arbitrators appointed by the Parties cannot agree on the selection of a third arbitrator within ten
(10) Business Days after their designation, the third arbitrator shall be selected by the presiding
judge of the Superior Court in the county in which the proceeding will be held. At least one of
the arbitrators must be a person who has actively engaged in the practice of law with expertise
deciding disputes and interpreting contracts. The arbitrators shall take an oath of impartiality
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prior to the commencement of the arbitration proceeding. The Parties shall use their reasonable
best efforts to conclude the arbitration proceeding within ninety (90) Business Days of the
selection of the third panel member.

(2) The arbitrators shall conduct the proceeding in accordance with the
procedural laws of California, and shall determine the rights and obligations of the Parties in
accordance with substantive state and, if applicable, tederal law. Discovery shall be governed by
the California Code of Civil Procedure (“CCP”), with all applicable time periods for notice and
scheduling provided therein reduced by one-half (2). Notwithstanding the preceding sentence,
the arbitrators may establish other discovery limitations or rules. The arbitration process will
otherwise be governed by the Commercial Arbitration Rules of the American Arbitration
Association. All issues regarding compliance with discovery requests shall be decided by the
arbitrators. A decision by at least two of three arbitrators will be deemed the arbitration decision.
The arbitration decision shall be in writing and shall specify the factual and legal bases for the
decision. The decision of such arbitrators shall be final and binding upon the parties, and
judgment upon the decision rendered by the arbitration may be entered in the Neutral County
superior court.

3) The costs (including, but not limited to, reasonable fees and expenses of
counsel and expert or consultant fees and costs), incurred in an arbitration (including the costs to
enforce or preserve the decision) shall be borne by the Party whom the decision is against. If the
decision is not clearly against one Party on one or more issues, each Party shall bear its own
costs. The arbitration decision shall identify whether any Party shall be responsible for the other
Party's costs.

12.3  Actions or Proceedings Between the Parties. Disputes on subjects other than
those specified in Section 12.1(1) that cannot be resolved by agreement shall be resolved in an
action or proceeding between the Parties subject to the following provisions;

1) Each Party acknowledges that it is a “local agency” within the meaning of
§ 394(c) of the CCP. Each Party further acknowledges that any action or proceeding
commenced by one Party against the other would, under § 394(a) of the CCP, as a matter of law
be subject to (1) being transferred to a Neutral County, or (ii) instead, having a disinterested
judge from a Neutral County assigned by the Chairman of the Judicial Council to hear the action
or proceeding.

) Each party hereby:

(1) Stipulates to the action or proceeding being transferred to a Neutral
County or to having a disinterested judge from a Neutral County assigned to hear the action or
proceeding;

(11) Waives the usual notice required under the law-and-motion
provisions of Rule 317 of the California Rules of Court;

(ii1)  Consents to having any motion under § 394(c) heard with notice as
an ex parte matter under Rule 379 of the California Rules of Court; and
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(iv)  Acknowledges that this Agreement, and in particular this section,
may be submitted to the court as part of the moving papers.

3) Nothing in this Section 12.3 shall impair or limit the ability of a Party to
contest the suitability of any particular county to serve as a Neutral County.

ARTICLE 13
REMEDIES

13.1 Specific Performance. Each Party recognizes and agrees that the rights and
obligations set forth in this Agreement are unique and of such a nature as to be inherently
difficult or impossible to value monetarily. If one Party defaults by not performing in
accordance with the specific wording of any of the provisions in this Agreement applicable to
that Party, or otherwise breaches, the other Party would likely suffer irreparable harm.
Therefore, if either Party breaches this Agreement, an action at law for damages or other
remedies at law would be wholly inadequate to protect the unique rights and interests of the other
Party to the Agreement. Accordingly, in any court controversy concerning this Agreement, the
Agreement’s provision will be enforceable in a court of equity by a decree of specific
performance. This specific performance remedy is not exclusive and is in addition to any other
remedy available to the Parties.

13.2 Cumulative Rights and Remedies. The Parties do not intend that any right or
remedy given to a Party on the breach of any provision under this Agreement be exclusive; each
such right or remedy is cumulative and in addition to any other remedy provided in this
Agreement or otherwise available at law or in equity. If the nonbreaching Party fails to exercise
or delays in exercising any such right or remedy, the nonbreaching Party does not thereby waive
that right or remedy. In addition, no single or partial exercise of any right, power or privilege
precludes any other or further exercise of a right, power or privilege granted ty this Agreement
or otherwise.

ARTICLE 14
EMINENT DOMAIN/TAKINGS

14.1 Effect on Agreement. If at any time during the term of this Agreement, any of
the Replacement Water to be made available to CVWD by MWD pursuant to this Agreement is
taken for any part of the remaining term of this Agreement by lawful exercise of the power of
eminent domain by any sovereign, municipality, public or private authority or other person
(“taking”), the terms of this Agreement shall not be affected in any way, except that for the
period of the taking as to the Replacement Water taken only, MWD shall be relieved of its
obligation to make such Replacement Water available to CVWD and CVWD shall be relieved of
its obligation to pay MWD for such Replacement Water. Each Party hereby waives any right it
may have under the provisions of Code of Civil Procedure Section 1265.130 to petition the
Superior Court to terminate this Agreement.

14.2 Compensation for Taking. The compensation paid for any taking of
Replacement Water otherwise to be made available to CVWD pursuant to this Agreement (the
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“subject Replacement Water”) shall be separately assessed under Code of Civil Procedure
Section 1260.220(a) according to each party's interest as follows:

(1) CVWD shall be entitled to:

(1) Any compensation paid for the amount attributable to the market
value of the subject Replacement Water for the period from the date of the taking to the earlier of
the date of the end of the taking or the term of this Agreement in excess of the present value at
the date of the taking of the amounts that CVWD would otherwise be obligated to pay to MWD
for the subject Replacement Water under this Agreement;

(i1)  Any compensation paid for severance damage to CVWD
attributable to the taking of the subject Replacement Water; and

(i)  Any compensation paid for loss of goodwill to CVWD attributable
to the taking of the subject Replacement Water.

2) MWD shall be entitled to all other compensation paid, including but not
limited to:

(1) Any compensation paid for the present value at the date of the
taking of the amounts that CVWD would otherwise be obligated to pay to MWD for the subject
Replacement Water under this Agreement;

(i1) Any compensation paid for severance damage to MWD
attributable to the taking of the subject Replacement Water; and

(i)  Any compensation paid for the loss of goodwill to MWD
attributable to the taking of the subject Replacement Water.

3) Nothing in this Article 14 shall affect any right of either Party to
relocation assistance benefits.

4) Nothing in this Article 14 shall affect the rights or claims of either Party
with respect to a taking of some or all of its water rights, including Colorado River water rights.

ARTICLE 15
GENERAL PROVISIONS

15.1 Force Majeure. Ifthe performance, in whole or in part, of the obligations of the
respective Parties under this Agreement is hindered, interrupted or prevented by wars, strikes,
lockouts, fire, acts of God or by other acts of military authority, or by any cause beyond the
control of the respective Parties hereto, whether similar to the causes herein specified or not,
such obligations of the respective Parties under this Agreement shall be suspended to the extent
and for the time the performance thereof is affected by any such act. Upon the cessation of any
such hindrance, interruption or prevention, both Parties shall become obligated to resume and
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continue performance of their respective obligations under this Agreement. Notwithstanding any
act described in this Section, the Parties shall diligently undertake all reasonable effort to
perform this Agreement.

15.2 Records. Each of the Parties shall maintain and make available for inspection by
the other Party, during regular office hours, accurate records pertaining to the times and amounts
of exchange deliveries and to the costs, disbursements and receipts with respect to the
construction, operation and maintenance of structures for the delivery of water to CVWD.

15.3 Exchange Information. CVWD shall consult with MWD in advance of
providing information and shall provide MWD copies of the information CVWD provides to
[ID regarding any exchanges with MWD pursuant to Section 14.7 of the IID/CVWD Acquisition
Agreement.

15.4 No Convevance. This Agreement shall not be construed as a conveyance,
abandonment or waiver of any right to the use of water which is held or owned by CVWD, or a
conveyance, abandonment or a waiver of any right to the use of water which 1s held or owned by
MWD. Nor shall it be construed as conferring any right whatsoever upon any person, firm,
corporation or other public or private entity not a Party to this Agreement.

15.5 Governing Law. California law shall govern this Agreement and any dispute
arising from the contractual relationship between the Parties under the Agreement; provided,
however, that federal law shall be applied as appropriate to the extent it bears on the resolution of
any claim or issue relating to the permissibility of any exercise of rights referenced in Article 9
or Article 10.

15.6 Binding Effect; No Assignment. This Agreement is and will be binding upon
and will inure to the benefit of the Parties and, upon dissolution, the legal successors and assigns
of their assets and liabilities. Neither Party may assign any of its rights or delegate any of its
duties under this Agreement. Any Assignment or Delegation made in violation of this
Agreement is void and of no force or effect.

15.7 Due Authoritv. Any person signing this Agreement represents that he/she has
full power and authority to do so, and, that his/her signature is legally sufficient to bind the Party
on whose behalf he/she is signing.

15.8 Entire Agreement. This Agreement (including other agreements referenced in
this Agreement) constitutes the final, complete, and exclusive statement of the terms of the
agreement between the Parties pertaining to the acquisition of 1989 Approval Agreement Water,
Replacement Water and Exchange Water by CVWD from MWD and the payment and
reimbursement obligations of the Parties for Conserved Water, and supercedes all prior and
contemporaneous understandings or agreements of the Parties. Neither Party has been induced
to enter into this Agreement by, nor is either Party relying on, any representation or warranty
outside those expressly set forth in this Agreement.

15.9 Modification. This Agreement may be supplemented, amended, or modified
only by the agreement of the Parties. No supplement, amendment, or modification will be
binding unless it is in writing and signed by both Parties.
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15.10 Time of the Essence. Time is of the essence of and under this Agreement and of
every provision thereof.

15.11 Joint Defense. The Parties agree to proceed with reasonable diligence and use
reasonable best efforts to jointly defend any lawsuit or administrative proceeding challenging the
legality, validity, or enforceability of any term of this Agreement, or any Party’s right to act in
accordance with any of the terms of this Agreement.

15.12 Notice. All notices, requests, demands, or other communications under this
Agreement must be in writing, and sent to both addresses of each Party. Notice will be
sufficiently given for all purposes as follows:

e Personal Delivery. When personally delivered to the recipient. Notice is
effective on delivery.

o First-Class Mail. When mailed first-class to the last address of the recipient
known to the Party giving notice. Notice is effective five mail delivery days
after it is deposited in a United States Postal Service office or mailbox.

e Certified Mail. When mailed certified mail, return receipt requested. Notice
is effective on receipt, if a return receipt confirms delivery.

e Overnight Delivery. When delivered by an overnight delivery service such as
Federal Express, charges prepaid or charged to the sender’s account. Notice is
effective on delivery, if delivery is confirmed by the delivery service.

Addresses for purposes of giving notice are as follows:

To MWD: For U.S. Mail:

Metropolitan Water District of Southern California
Attention: Chief Executive Officer

P.O. Box 54153

Los Angeles, CA 90054-0153

For personal or overnight delivery:

Metropolitan Water District of Southern California
Attention: Chief Executive Officer

700 North Alameda Street

Los Angeles, CA 90012

Telephone:  213-217-6211

Facsimile: 213-217-6655

With a copy to: Attention: General Counsel
Addresses as provided above
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To CVWD: For U.S. Muil:

Coachella Valley Water District

Attention: General Manager-Chief Engineer
P.O. Box 1058

Coachella, CA 92236

For personal or overnight delivery:

Coachella Valley Water District

Attention: General Manager-Chief Engineer
Avenue 52 and Highway 111

Coachella, CA 92236

Telephone:  760-398-2651

Facsimile: 760-398-3711

With a copy to: Gerald D. Shoaf, Esq.
Steven B. Abbott, Esq.
Redwine and Sherrill
1950 Market Street
Riverside, CA 92501-1720
Telephone:  909-684-2520
Facsimile: 909-684-9583

A correctly addressed notice that is refused, unclaimed, or undeliverable because of an
act or omission by the Party to be notified will be deemed effective as of the first date that that
notice was refused, unclaimed, or deemed undeliverable by the postal authorities, messenger, or
overnight delivery service. A Party may change its address by giving the other Party notice of
the change in any manner permitted by this Agreement.

15.13 Counting Days. Days shall be counted by excluding the first day and including
the last day, unless the last day is not a Business Day, and then it shall be excluded. Any act
required by this Agreement to be performed by a certain day shall be timely performed if it is
completed before 5:00 p.m. Pacific Time on that date, unless otherwise specified. If the day for
performing any obligation under this Agreement is not a Business Day, then the time for
performing that obligation shall be extended to 5:00 p.m. Pacific Time on the next Business Day.

15.14 Ambiguities. Each Party and its counsel have participated fully in the drafting,
review and revision of this Agreement. A rule of construction to the effect that ambiguities are
to be resolved against the drafting Party will not apply in interpreting this Agreement, including
any amendments or modifications.

15.15 Counterparts. This Agreement may be executed in any number of counterparts,
each of which shall be deemed an original, but all of which, when taken together, shall constitute
one and the same instrument. The signature page of any counterpart may be detached therefrom
without impairing the legal effect of the signature(s) thereon, provided such signature page is
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attached to another counterpart identical thereto, except for having the additional stgnature page
executed by the other Party to this Agreement attached thereto.

IN WITNESS WHEREOF, MWD and CVWD have executed this Agreement as of the

day and year first written above.

“MWD”

THE METROPOLITAN WATER DISTRICT
OF SOUTHERN CALIFORNIA, a California
metropolitan water district

,//d /
Its: ChlefExecutl Ofﬁc‘er

Approved as to form:

By:
Its: Gerfer un

“CVWD”

COACHELLA VALLEY WATER
DISTRICT, Cahfo;:ma courty, water district

e 7

Its: General Manager-Chief Engineer

Approved as to form:

/
By: 4‘7‘/4\_4,@((4 JiL{ ,/;*

Its: General Counsel
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ENVIRONMENTAL COST SHARING , FUNDING, AND
HABITAT CONSERVATION PLAN DEVELOPMENT AGREEMENT

This Environmental Cost Sharing, Funding, and Habitat Conservation Plan Development
Agreement ("Agreement") is entered into as of October 10, 2003 ("Agreement Date"), by and
among the COACHELLA VALLEY WATER DISTRICT, a California county water district
("CVWD"); the IMPERIAL IRRIGATION DISTRICT, a California irrigation district ("IID");
and the SAN DIEGO COUNTY WATER AUTHORITY, a California county water authority
("SDCWA") (CVWD, IID, and SDCWA are sometimes referred to individually in this
Agreement as "Party" and collectively as the "Parties").

RECITALS:

A. IID, MWD and CVWD have entered into the Quantification Settlement
Agreement dated as of October 10, 2003 (the "QSA").

B. IID and SDCWA have executed an Agreement for Transfer of Conserved Water
dated April 29, 1998, and various amendments thereto (collectively, the "1998 IID/SDCWA
Transfer Agreement") subject to environmental review and other conditions, which describes
certain proposed activities involving the conservation of water by IID and the transfer of the
conserved water to SDCWA.

C. IID and SDCWA have entered into an agreement dated January 27, 2000 to share
certain costs related to the environmental review and compliance process and other state and
federal approvals required to satisfy conditions necessary to implement the transactions
described in the 1998 IID/SDCW A Transfer Agreement on the terms set forth therein (as the
same may be amended from time to time, the "[IID/SDCWA Cost Sharing Protocol).

D. The State of California has enacted the QSA Legislation as defined in the QSA.

E. The Parties and the State of California have executed the QSA-JPA as defined in
the QSA, which provides, among other things, that Environmental Mitigation Costs for the IID
water budget and certain IID transfers pursuant to the QSA and Related Agreements in excess of
one hundred thirty-three million dollars ($133,000,000) in Effective-Date Dollars shall be the
exclusive responsibility of the State of California so as to ensure compliance with all federal and
state environmental laws, including but not limited to the federal Endangered Species Act,
federal Clean Air Act, and federal Clean Water Act.

NOW, THEREFORE, in consideration of the above recitals and the mutual promises set
forth herein, the Parties hereby agree as follows:

ARTICLE 1
DEFINITIONS

1.1.  Incorporated Definitions. The terms with initial capital letters that are used in
this Agreement shall have the same meaning as set forth in Section 1.1 of the QSA, as of the
Closing Date of the QSA, unless the context otherwise requires.




1.2. Additional Definitions. The following terms with initial capital letters shall have
the meaning as set forth below.

(1) Changed Circumstances. Changes in circumstances affecting a species
or the geographic area covered by the HCP that can reasonably be anticipated by the parties and
that can reasonably be planned for in the HCP (e.g. a fire or other natural catastrophic event in
areas prone to such event.) Changed Circumstances and the planned responses to those
circumstances are described in the Draft HCP.

2 Class A Covered Species. The species identified in Table 1.5-1 of the
Draft HCP, but excluding the 25 species identified in Table 3.9-1 of the Draft HCP.

3) Class B Covered Species. The species identified in Table 3.9-1 of the

Draft HCP.

€)) Costs. All out of pocket costs reasonably incurred by a Party for a
specified purpose pursuant to this Agreement, including, but not limited to, financing costs, costs
of the Parties’ staff, contractors, equipment, and real and personal property. The cost of real
property shall be determined by its fair market value as defined in California Code of Civil
Procedure §§ 1263.310 et seq.

(5) Covered Activities. Those activities described as Covered Activities in

the Draft HCP.

6) Covered Species. Class A Covered Species and Class B Covered

Species.
(7N Decision Date. October 10, 2003.

(8) Draft HCP. The draft Habitat Conservation Plan dated June 2002 and
included in the Final EIR/EIS for the IID Water Conservation and Transfer Project, as certified
by the IID Board on June 28, 2002.

(9)  Environmental Litigation Costs. All Costs reasonably incurred by any
Party to defend any litigation involving transactions contemplated by the 1998 IID/SDCWA
Transfer Agreement and the [ID/CVWD Acquisition Agreement that challenges in whole or in
part compliance with applicable environmental laws and regulations or any permit, appraisal,
authorization, opinion, assessment or agreement pursuant to any other federal or any state
resource protection law or applicable federal or state regulation implementing same.

(10) Environmental Mitigation Costs. All Costs reasonably incurred by any
Party to satisfy the Environmental Mitigation Requirements. Reasonable attorneys' fees incurred
for legal services related to the financing of environmental mitigation expenses shall be included
as Mitigation Costs, but no other attorneys' fees incurred by any Party shall be included.

(11) Environmental Mitigation Requirements. Any measure required as a
result of any Environmental Review Process for activities which are part of or in furtherance of
the 1998 IID/SDCWA Transfer Agreement and the IID/CVWD Acquisition Agreement or the




Project described in the Final EIR/EIS for the IID Water Conservation and Transfer Project,
certified by IID on June 28, 2002, as modified and supplemented by the Addendum thereto dated
September 2003, but still including the Draft HCP, the HCP Mitigation Requirements, the
transfer of up to 145 KAF in the aggregate as an Interim Surplus Backfill as referenced in the
IID/DWR Transfer Agreement, and including the arrangement for ensuring adequate funding to
pay for all required measures, but excluding activities and Costs incurred to address:

@) Environmental impacts within the CVWD, and SDCWA service
areas other than impacts related to the Salton Sea within the CVWD service area;

(i1) Environmental impacts associated with the All-American Canal
and the Coachella Canal lining projects;

(111)  Environmental impacts associated with the Lower Colorado River,
other than impacts that are attributable to the transfer of Conserved Water from IID to
SDCWA pursuant to the 1998 IID/SDCW A Transfer Agreement; and

(iv)  Any socioeconomic impacts.

(12) Environmental Review Costs. All Costs, including attorneys’ fees,
reasonably incurred by any Party in connection with any Environmental Review Process.
Environmental Review Costs incurred prior to the Agreement Date shall be governed by Section
3.1 and shall not be included in Environmental Mitigation Costs.

(13) Environmental Review Process. Any process:

@) To conduct environmental review and/or assessment required
under CEQA, NEPA and applicable federal, state and agency regulations implementing
those statutes;

(i1) To obtain any permit, approval, authorization, opinion, assessment
or agreement pursuant to the Endangered Species Act (“ESA”), the California
Endangered Species Act (“CESA”), the Natural Community Conservation Planning Act
("NCCPA"), the state and federal air quality laws, the California Water Code, the public
trust doctrine, or any other federal or state environmental resource protection law or
applicable federal or state regulations implementing same; and/or

(it1)  To study and/or design any mitigation required to comply with
CEQA, NEPA, ESA, CESA, NCCPA, the state and federal air quality laws, the
California Water Code, or any other federal or state resource protection law or applicable
federal or state regulations implementing same;

(iv)  Butnot the Lower Colorado River Multi-Species Conservation
Program among the States of California, Arizona and Nevada.

(14) Expected Environmental Mitigation Costs. The estimated present value

costs of satisfying the Environmental Mitigation Requirements, which are stated and described in
Exhibit A, attached hereto.
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(15) Expected HCP Mitigation Costs. That portion of the Expected
Environmental Mitigation Costs attributable to the HCP Mitigation Requirements, such Costs
being described in Exhibit A.

(16) HCP Mitigation Requirements. All Environmental Mitigation
Requirements described in Exhibit B attached hereto, and any modified or additional mitigation
requirements that may be created pursuant to the HCP described in Section 5 herein. HCP
Mitigation Requirements include, but are not limited to, actions to avoid, reduce, minimize,
mitigate, or compensate for impacts on Covered Species and their habitat, and also actions to
enhance the survival or recovery of the Covered Species.

(17) Parties’ Funds. Funds required to be provided by the Parties to the QSA-
JPA for Environmental Mitigation Requirements in the amounts set forth on Exhibit E.

(18) Permits. Collectively, incidental take permits issued by the U.S. Fish and
Wildlife Service pursuant to 16 U.S.C. Section 1539(a)(1)(B) and by the California Department
of Fish and Game pursuant to Fish and Game Code Sections 2081 and 2835.

(19) Permit Effective Date. The date the Permits take effect under applicable
laws and regulations.

(20) Remaining Environmental Mitigation Costs. Environmental
Mitigation Costs in excess of such Costs paid by the Parties’ Funds.

(21) Resource Approval Requirements. The respective actions and
responsibilities of the Parties, as lead agency or otherwise, undertaken in connection with the
Resource Approvals contemplated by Section 6.2(2)(ii) of the QSA.

(22) Review Requirements. The Environmental Review and assessments
undertaken by the respective Parties, as lead agency or otherwise.

(23) State Obligation. The amount, if any, of the Environmental Mitigation
Costs required to be paid by the State of California pursuant to the QSA-JPA. The Parties
understand the State Obligation to be an unconditional contractual obligation of the State of
California not dependent on any further State action, and are relying on the State Obligation in
order to comply with the extensive state and federal requirements that mandate Environmental
Mitigation Requirements. In addition, the Parties are relying on the State Obligation in making
contracts with third parties, including without limitation, landowners and farmers in the Impenal
Valley who will be entering contracts to produce conserved water.

(24)  State Loan Guarantee. A binding commitment by the California
Infrastructure & Economic Development Bank to unconditionally guarantee the repayment in
full of any outstanding debt incurred by the IID to fund capital improvements for the creation of
Conserved Water provided for under the QSA and its Related Agreements, in an amount not to
exceed One Hundred Fifty Million Dollars ($150,000,000) in 2003 dollars, in the event that the
QSA term ends prior to Year 45 of the QSA or, in lieu of an unconditional guarantee, a
reasonable economic equivalent. Such guarantee shall be without any rights of recourse,
subrogation, reimbursement, contribution or indemnity against the IID.




(25) Unexpected Environmental Mitigation Costs. Any Costs required for
satisfaction of Environmental Mitigation Requirements that exceed Expected Environmental
Mitigation Costs.

(26) Unexpected HCP Mitigation Costs. Any Costs required for satisfaction
of HCP Mitigation Requirements that exceed Expected HCP Mitigation Costs.

(27) Unforeseen Circumstances. Changes in circumstances affecting a
species or geographic area covered by the HCP that could not reasonably have been anticipated
by IID at the time of the preparation of the Draft HCP.

(28) Wildlife Agencies. Collectively, the U.S. Fish and Wildlife Service
("USFWS") and the California Department of Fish and Game ("CDFG").

1.3.  Rules of Construction and Word Usage. Unless the context clearly requires
otherwise:

(1 The Recitals to this Agreement are a part of this Agreement to the same
extent as the Articles;

2) The Exhibits attached to this Agreement are incorporated by reference and
are to be considered part of the terms of this Agreement;

3) The plural and singular numbers include the other;

@) The masculine, feminine, and neuter genders include the others;
&) "Shall,” "will," "must," and "agrees" are each mandatory;

(©6) "May" is permissive;

@) "May not" is prohibitory;

(8) "Or" is not exclusive;

9) "Includes" and "including" are not limiting;

(10) "Between" includes the ends of the identified range; and

(11) "Person" includes any natural person or legal entity.

ARTICLE 2
ENVIRONMENTAL MITIGATION MANAGEMENT

2.1. Ongoing Review Requirements. The Parties will cooperate and consult with
one another with a view to assuring the timely and proper completion of all environmental
reviews and assessments.




2.2.  Ongoing Resource Approval Requirements.

(1) Primary Responsibility. After the Agreement Date, each Party serving
as a lead agency, co-lead agency, applicant, petitioner or otherwise in a position of authority and
responsibility with respect to any resource approval shall obtain the prior consent of the other
Parties (which consent may not be unreasonably withheld) before entering into a binding
agreement with any person, including a Party, which contains terms and conditions pertaining to
such approval requiring the incurrence of significant Environmental Mitigation Costs that will be
funded or reimbursed pursuant to this Agreement.

(2) Cooperation and Consultation. The Parties will cooperate and consult
with one another, as appropriate, with a view to assuring the timely acquisition of all resource
approvals.

2.3. Mitigation Implementation Measures.

(1)  Primary Responsibility. Each Party serving as a lead agency, co-lead
agency, applicant, petitioner or otherwise in a position of authority and responsibility with
respect to the acquisition, construction or carrying out of Environmental Mitigation
Requirements that will result in Environmental Mitigation Costs that will be funded or
reimbursed pursuant to this Agreement shall exercise due care and prudence in the making of
any decision and the performance of any activity relating to such measures.

(2) Cooperation and Consultation. The Parties will cooperate and consult
with one another, as appropriate, with a view to assuring the timely and proper implementation
of all Environmental Mitigation Requirements described in Section 2.3(1) at a reasonable cost
consistent with the Parties’ interests in minimizing their respective obligations under this
Agreement and the public interest.

ARTICLE 3
ENVIRONMENTAL REVIEW AND LITIGATION COSTS

3.1. Environmental Review Costs. Within thirty (30) days after the Agreement Date,
CVWD shall pay IID Two Hundred Thousand Dollars ($200,000). Except for the foregoing, and
except as otherwise provided for in this Agreement or as a Party and one or more of the other
Parties may otherwise agree under the IID/SDCWA Cost Sharing Protocol or under any other
cost sharing protocol or similar written arrangement, each Party shall bear its own Environmental
Review Costs incurred prior to or after the Effective Date.

3.2. Environmental Litigation Costs. It is contemplated that the Parties will join in
the defense of any environmental litigation pertaining to the 1998 IID/SDCWA Transfer
Agreement and the IID/CVWD Acquisition Agreement. Each Party shall bear its own
Environmental Litigation Costs incurred in connection with any such defense, except as such
Party may otherwise agree pursuant to a joint defense agreement between or among one or more
of the other Parties pertaining to any such defense and specifying the respective responsibilities
of the parties to such agreement, including any cost-sharing with respect thereto.




3.3. Federal Agency Reimbursement Claims. If BOR, the USFWS, or any other
federal agency request the Parties to reimburse it for any of its costs in consulting, participating
in, or conducting an environmental assessment, or any part thereof, with respect to the Review
Requirements or Resource Approval Requirements, and if the Parties agree to the request, then
the Parties will share and pay such requested reimbursement as follows: thirty-three percent
(33%) by 11D, thirty-three percent (33%) by CVWD, and thirty-three percent (33%) by SDCWA.
Each Party shall pay its share of any such requested reimbursement directly to the requesting
agency and shall notify the other Parties of the date and amount of such payment. This Section
shall not apply to reimbursement requests arising out of: (i) environmental impacts within the
CVWD (other than Pupfish Conservation Measures 1, 2, and 3 outlined in the December 18,
2002 Biological Opinion issued by the USFWS) and SDCWA service areas; (ii) environmental
impacts associated with the All-American Canal and the Coachella Canal lining projects;

(iii) environmental impacts associated with the Lower Colorado River; and (iv) any
socioeconomic impacts.

34. California Agency Reimbursement Claims. If the CDFG, or any other
California State agency, requests the Parties to reimburse it for any of its costs in consulting,
participating in, or conducting an environmental assessment, or any part thereof, with respect to
the Review Requirements, or Resource Approval Requirements, and if the Parties agree to the
request, then the Parties will share and pay such requested reimbursement as follows: thirty-
three percent (33%) by IID, thirty-three percent (33%) by CVWD, and thirty-three percent (33%)
by SDCWA. Each Party shall pay its share of any such requested reimbursement directly to the
requesting agency and shall notify the other Parties of the date and amount of such payment.
This Section shall not apply to reimbursement requests arising out of: (i) environmental impacts
within the CVWD (other than Pupfish Conservation Measures 1, 2, and 3 outlined in the
December 18, 2002 Biological Opinion issued by the USFWS) and SDCWA service areas;

(ii) environmental impacts associated with the All-American Canal and the Coachella Canal
lining projects; (iii) environmental impacts associated with the Lower Colorado River; and
(iv) any socioeconomic impacts.

ARTICLE 4
ENVIRONMENTAL MITIGATION COSTS

4.1. Allocation of Environmental Mitigation Costs.

(1)  In General. Environmental Mitigation Costs shall be paid to the QSA-
JPA from the Parties’ Funds in the amounts set forth in Exhibit D and on the schedules attached
as exhibits to the QSA-JPA.

2) IID Contribution. IID’s total payments of Environmental Mitigation
Costs shall not exceed Thirty Million Dollars ($30,000,000), as described in the 1998
I[ID/SDCWA Transfer Agreement, as amended as of the Closing Date of the QSA, and paid on
the schedule attached to the QSA-JPA. IID shall also pay to the QSA-JPA the Settlement and
Efficiency Opportunity Payment as required pursuant to the 1998 IID/SDCW A Transfer
Agreement and IID/CVWD Acquisition Agreement on the schedule attached to the QSA-JPA.




3) Conditions Precedent. As of the Closing Date, a binding commitment
for the State Loan Guarantee in a form acceptable to the IID, and a binding commitment for the
State Obligations in a form acceptable to the Parties shall have been obtained.

4.2. Payment of Unexpected and Remaining Environmental Mitigation Costs.

(1) Unexpected Environmental Mitigation Costs. Unexpected
Environmental Mitigation Costs shall first be paid from any available Parties’ Funds, and then
from the State Obligation.

2) Remaining Environmental Mitigation Costs. In the event that the State

determines that the costs of Remaining Environmental Mitigation Costs during the term of the

1998 IID/SDCW A Transfer Agreement and the IID/CVWD Acquisition Agreement under this
Section 4.2(2) would be reduced if modifications were made to IID’s operations, then IID shall
make such modifications, provided that, with respect to each such modification:

(1) IID has approved the modification, which approval shall not be
unreasonably withheld;

(i1)  The modification has been approved by the Wildlife Agencies and
all governmental permits and approvals required to implement the modification have
been obtained;

(iii)  The modification is capable of reasonable implementation in
compliance with all applicable laws;

(iv)  The cost of such modification, including, but not limited to, the
cost of processing any required governmental permits and approvals, the cost of
processing any necessary environmental review, and the cost of implementing any
mitigation measures required as a result of environmental review or any governmental
permit or approval, shall be deemed included in Expected, Unexpected or Remaining
Unexpected Mitigation Costs;

) The modification does not require any new fallowing, or the
continuation of any existing fallowing, or any request for water deliveries, or the use of
different crops, different acreage, a different amount of acreage or different farming
methods, or the like; and

(vi)  If the modification involves terminating or reducing the operation
of a capital project, the affected owner/operator (IID or a farmer) can reasonably return to
operations or farming as it existed prior to the installation of the capital project.
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4.3. Payment and Reimbursement of Environmental Mitigation Costs, as
Incurred.

@))] In General. Each Party will maintain proper accounting records detailing
the Environmental Mitigation Costs paid by it to the QSA-JPA. Except as may otherwise be
agreed by the Parties, indirect costs shall not be counted as incurred costs. For purposes of this
Agreement, “indirect costs” include, but are not limited to, overhead costs, losses of revenue
from any source and other opportunity costs of any kind.

2) Quantification of Incurred Costs. Each Party will provide to the other
Parties within 30 days after the end of each calendar quarter a detailed report setting forth the
Environmental Mitigation Costs paid by it during such quarter. The form of such report will be
as agreed from time to time by the Parties. Each such report will be subject to audit and
verification by any Party, at that Party’s expense.

€)) Costs In the Event of Termination. If the 1998 IID/SDCW A Transfer
Agreement and/or the IID/CVWD Acquisition Agreement are terminated, the obligation of the
Parties' Funds and of the State to pay for Environmental Mitigation Costs and Remaining
Environmental Mitigation Costs attributable to the impacts caused by the Conserved Water
transferred or acquired during the term of the 1998 IID/SDCWA Transfer Agreement and/or the
IID/CVWD Acquisition Agreement shall continue as long as Environmental Mitigation is
necessary to mitigate any continuing impacts that last beyond termination.

) In the event that the State determines that the costs of Remaining
Environmental Mitigation Costs after termination of the 1998 IID/SDCWA Transfer Agreement
and/or the IID/CVWD Acquisition Agreement under this Section 4.3(4) would be reduced if
modification were made to IID’s operations or to the operations of a farmer within IID’s service
area, then IID shall make such modifications, provided that, with respect to each such
modification:

) IID has approved the modification, which approval shall not be
unreasonably withheld;

(i)  The modification has been approved by Wildlife Agencies and all
governmental permits and approvals required to implement the modification have been
obtained;

(ii1)  The modification is capable of reasonable implementation in
compliance with all applicable laws;

(iv)  The cost of such modification, including, but not limited to, the
cost of processing any required governmental permits and approvals, the cost of
processing any necessary environmental review, and the cost of implementing any
mitigation measures required as a result of environmental review or any governmental
permit or approval, shall be deemed included in Remaining Mitigation Costs;

v) The modification does not require any new fallowing, or the
continuation of any existing fallowing, or any request for water deliveries, or the use of



different crops, different acreage, a different amount of acreage or different farming
methods, or the like; and

(vi)  If the modification involves terminating or reducing the operation
of a capital project, the affected owner/operator (IID or a farmer) can reasonably return to
operations or farming as it existed prior to the installation of the capital project.

In the event that the State determines that the costs referred to in the preceding paragraph
could be reduced through modification of the operations of a farmer within the IID service area,
the State shall notify IID of the estimated amount of such reduction in costs and shall request that
IID request that the farmer take such action and/or modify operations so as to reduce said costs.
IID shall thereupon determine whether the requested modification meets the requirements of
subparagraphs (i) through (vi) of the preceding paragraph and if it does, shall request that the
farmer undertake such modifications. If the farmer fails to undertake such modifications, the
State shall not be obligated to pay any such costs to the extent that the requirement for such
mitigation could be avoided or reduced by the requested changes.

ARTICLE 5
HABITAT CONSERVATION PLAN

5.1. Approval of HCP. Commencing with the Agreement Date, SDCWA and
CVWD, in consultation and collaboration with IID, shall use their best efforts to cause the
USFWS and the CDFG to approve, prior to December 31, 2006, a habitat conservation
plan/natural community conservation plan (“HCP”) and related Permits which satisfy all of the
standards and criteria described in Section 5.2. The obligation to utilize such best efforts shall
continue except to the extent that coverage of a species is deemed infeasible pursuant to Section
5.4 below. "Best efforts” means the prudent, diligent and good-faith efforts of SDCWA and
CVWD to secure the HCP and related Permits as a fiduciary for the benefit of IID, but shall not
require the expenditure by SDCWA and CVWD together of more than Five Million Dollars
($5,000,000) in 2002 dollars to fund third-party consultants tasked with developing the HCP. .
CVWD shall not be required to commit its staff and in-house resources in excess of two qualified
employee equivalents.

5.2. HCP Standards and Criteria. The HCP and the Permits shall:

(1) Comply with all applicable requirements of the ESA, CESA and Natural
Community Conservation Planning Act;

(2)  Provide IID with the authority to implement the Covered Activities in
compliance with ESA and CESA;

(3)  Provide IID with the authority to take the Covered Species incidental to
the Covered Activities pursuant to ESA and CESA. Such take authority shall become effective
no later than (i) the Permit Effective Date with regard to any Covered Species that is listed as an
endangered species or threatened species under ESA as of the Permit Effective Date, (ii) the
Permit Effective Date with regard to any Covered Species that is listed as a candidate species,
threatened species or endangered species pursuant to CESA as of the Permit Effective Date, (iii)
immediately upon the listing (and without further action or approval by USFWS) of any other
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Covered Species as a threatened species or endangered species pursuant to ESA after the Permit
Effective Date, and (1v) immediately upon the listing (and without any further approval action or
approval by CDFG) of any Covered Species that is listed as a candidate species, threatened
species or endangered species pursuant to CESA after the Permit Effective Date;

4) Have a term of years not less than forty-five (45) years from the Permit
Effective Date, except that coverage for the white pelican, black skimmer, and double-crested
cormorant may be limited to a term of fifteen (15) years from the Permit Effective Date;

5 Not impose on IID, or otherwise require IID to fund, support or
implement, any Environmental Mitigation Requirements other than the HCP Mitigation
Requirements described on Exhibit A. In no event shall IID be obligated to pay for any Costs of
complying with or implementing the HCP or complying with the Permits, in excess of
Section 4.1(2) or other limitation on IID’s obligation to pay for mitigation costs.

(6) Include an Implementation Agreement among IID and the Wildlife
Agencies that describes the rights and obligations of IID and the Wildlife Agencies with regard
to the implementation of the HCP. The Implementation Agreement shall, at a minimum, include
the following covenants in a form that is valid, binding and enforceable by IID:

1) In the event of Unforeseen Circumstances, USFWS and CDFG
will not require from IID the commitment of additional land, water, or financial
compensation or additional restrictions on the use of land, water, or other natural
resources with regard to the impacts of the Covered Activities on the Covered Species;

(i)  Except for the HCP Mitigation Requirements described on
Exhibit A, no limitations or restrictions shall be imposed on IID, either directly or
indirectly, by USFWS or CDFG with regard to the impacts of the Covered Activities on
the Covered Species or with regard to the impacts on the Covered Species attributable to
Changed Circumstances;

(ii)  USFWS shall agree that the Section 10(a) Permit shall constitute a
Special Purpose Permit under 50 CFR section 21.27, for the take of all Covered Species
identified at 50 CFR section 10.13, excluding bald eagles which are listed under ESA as
of the Effective Date. The Special Purpose Permit shall be valid for a period of three (3)
years from its Effective Date, provided the Section 10(a) Permit remains in effect for
such period. The Special Purpose Permit shall be renewed, provided the IID remains in
compliance with the terms of the Implementation Agreement and the Section 10(a)
Permit. Each such renewal shall be valid for a period of three years, provided that the
Section 10(a) Permit remains in effect for such period. USFWS will not refer the
incidental take of any bald eagle, Haliaeetus leucocephalus, for prosecution under the
Migratory Bird Treaty Act of 1918, as amended (16 U.S.C. §§ 703-712), or the Bald and
Golden Eagle Protection Act of 1940, as amended (16 U.S.C. §§ 668-6684d), if such take
is in compliance with the Mitigation Requirements;

(iv)  In any consultation that may be required or processed pursuant to
Section 7 of ESA (16 U.S.C. section 1536(a) with regard to the Covered Activities
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analyzed in the ESA intra-Service Section 7 consultation for the HCP, the USFWS shall,
to the maximum extent appropriate and permitted by law, rely upon, and utilize, the ESA
biological opinion completed with regard to analysis of the HCP and, if appropriate,
programmatic Section 7 opinions governing Covered Species;

(v)  Inthe event that a critical habitat determination is made for any
Covered Species, no additional Mitigation shall be required of IID that is in addition to
the Mitigation Requirements; and.

(vi)  Neither USFWS or CDFG shall suspend or revoke any of the
Permits without first conducting a formal adjudicatory hearing substantially in
accordance with the procedures applicable to hearings conducted pursuant to Sections
554-556 of the federal Administrative Procedure Act to the extent permitted by
applicabie law.

@) Be authorized by complete and final environmental documentation
pursuant to CEQA and NEPA.

5.3. Exceptions. Notwithstanding the provisions of Sections 5.1 and 5.2, above,
SDCWA and CVWD shall not be required to provide coverage under the HCP for certain
Covered Species if such coverage is deemed infeasible. Coverage shall be deemed infeasible
under the following circumstances:

D As to Class B Covered Species, if, as of June 1, 2005, despite the best
efforts of SDCWA and CVWD (i) the Wildlife Agencies determine (by final agency action) that
coverage of a species or the provisions of coverage of a species is prohibited by ESA or CESA,
or (ii) SDCWA and CYWD reasonably determine that the Cost of such coverage or the
provisions of such coverage, when combined with all other Expected HCP Mitigation Costs (as
adjusted to reflect any then-identifiable actual Costs or updated estimates), will exceed the
Expected HCP Mitigation Costs;

) As to Class A Covered Species, SDCWA and CVWD shall have utilized
their continuous best efforts until December 31, 2005, to obtain coverage for such species, but (i)
the Wildlife Agencies have determined (by final agency action) as of December 31, 2006, that
coverage of a species or the provisions of coverage of a species is prohibited by ESA or CESA,
or (ii) SDCWA and CVWD reasonably determine that the Cost of such coverage or the
provisions of such coverage, when combined with all other Expected HCP Mitigation Costs (as
adjusted to reflect any then-identifiable actual Costs or updated estimates), will exceed the total
amount of Expected HCP Mitigation Costs described in Exhibit A. In the event that IID is
relieved of all obligations under applicable law and regulation to undertake some portion of the
HCP Mitigation Requirements described in Exhibit B, the amount of Expected HCP Mitigation
Costs for purposes of this Section 5.3 shall be adjusted to reflect any change in said
requirements.

5.4. Revival of Efforts. In the event that coverage of a Class A or Class B Covered
Species is deemed infeasible as of December 31, 2006, and June 1, 2005, respectively, pursuant
to subsection 5.3(1) and (ii) above, and if new information becomes available which indicates
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that approval of coverage of that species by the Wildlife Agencies is feasible and within the
budget of Expected HCP Mitigation Costs (as adjusted to reflect any then-identifiable actual
Costs or updated estimates), SDCWA and CVWD shall revive their best efforts to obtain
coverage for that species.

5.5. Moadifications to IID Operations. In the event that SDCWA and CVWD
determine that the cost of satisfying the requirements of subsections 5.1 and 5.2, above, would be
reduced if modifications were made to IID’s operations, then IID shall make such modifications,
provided that, with respect to each such modification:

1 IID has approved the modification, which approval shall not be
unreasonably withheld;

(i)  The modification has been approved by USFWS and CDFG and all
governmental permits and approvals required to implement the modification have been
obtained;

(i)  The modification is capable of reasonable implementation in
compliance with all applicable laws;

(iv)  The cost of such modification, including, but not limited to, the
cost of processing any required governmental permits and approvals, the cost of
processing any necessary environmental review, and the cost of implementing any
mitigation measures required as a result of environmental review or any governmental
permit or approval, shall be deemed included in Expected HCP Mitigation Costs;

v) The modification does not require a change in operations by any
individual farmer(s);

(vi)  The modification does not require any new fallowing, or the
continuation of any existing fallowing, or any request for water deliveries, or the use of
different crops, different acreage, a different amount of acreage or different farming
methods, or the like; and

(vit)  If the modification involves terminating or reducing the operation
of a capital project, then the affected owner/operator (IID or a farmer) has reasonably
determined that the termination/reduction will not adversely affect its operations or
farming, compared to conditions prior to the termination/reduction of operations.

5.6. Breach of Agreement. Any failure of the IID, SDCWA or CVWD to satisfy its
respective obligations described in this Article 5 shall constitute a material breach of this
Agreement. The Parties shall utilize the procedures of Sections 7.1 and 7.3 to resolve any
dispute regarding the existence of a material breach under this Section.

5.7.  Compliance with Laws. IID shall have the right, at any time during the term of
the 1998 IID/SDCWA Transfer Agreement and the [ID/CVWD Acquisition Agreement, to cease
any activity if IID, acting in good faith and after receiving a written notification or warning,
determines that continuation of such activity will: (i) violate ESA, CESA, any regulations or
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orders promulgated pursuant thereto, the terms and conditions of any ESA or CESA permit,
approval or agreement; or (ii) otherwise violate applicable state, federal or local laws, ordinances
or regulations, unless IID is immune from such liability pursuant to statute. Prior to making such
determination, if circumstances permit, IID shall consult with the other Parties to this Agreement
and with the Wildlife Agencies, and other agency with the authority to enforce the statute,
regulation, permit, order or approval that is the subject of the proposed IID determination. IID
shall not cease the activity if the agency with jurisdiction to enforce the applicable statute,
regulation, permit, order or approval, provides IID with adequate assurances, in writing, that the
continuation of the activity will not violate the applicable statute, regulation, permit, order or
approval. IID must utilize a substitute activity for the ceased activity, if such substitute is
environmentally, physically and economically available. Any additional costs for the substitute
activity shall be treated as an Unexpected HCP Mitigation Cost.

ARTICLE 6
CONTRACT ADMINISTRATION

6.1. Contract Managers.

(1) Designation of Contract Managers. In order to facilitate and implement
this Agreement, the contract manager designated by each Party herein shall be responsible for
managing and implementing that Party’s performance hereunder. Any Party may change its
designated contract manager at any time by prior written notice to the other Parties. The initial
contract managers are:

For CVWD: Steve Robbins
For IID: Tina A. Shields
For SDCWA: Larry Purcell

(2) Communications. All correspondence, notices or other matters related to
this Agreement, including payments, shall be directed to the appropriate contract manager
designated above.

3) Administrative Protocols. The contract managers will develop and
amend from time to time written administrative protocols, subject in each case to the approval of
the Parties or their delegates.

ARTICLE 7
DISPUTES

7.1.  Disputes Among or Between the Parties. The Parties or their delegates shall
seek to resolve any dispute concerning the interpretation or implementation of this Agreement

through negotiation involving, as and when appropriate, the general manager or chief executive
officer of each of the Parties. Any unresolved dispute among or between CVWD, IID and/or
SDCWA under Articles 4 and 5 of this Agreement shall be resolved pursuant to Section 7.3.
Any other unresolved dispute among or between Parties under this Agreement shall be resolved
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by litigation pursuant to Section 7.2. The Parties consent to suit in Federal court to enforce the
terms of this Agreement.

7.2.  Action or Proceeding Between the Parties. Each Party acknowledges that it is a
"local agency" within the meaning of § 394(c) of the California Code of Civil Procedure

("CCP"). Each Party further acknowledges that any action or proceeding commenced by one
Party against the other would, under § 394(a) of the CCP, as a matter of law be subject to being
transferred to a "Neutral County," or instead, having a disinterested judge from a Neutral County
assigned by the Chairman of the Judicial Council to hear the action or proceeding. Each party
therefore:

(1) Stipulates to the action or proceeding being transferred to a Neutral
County or to having a disinterested judge from a Neutral County assigned to hear the action or
proceeding;

2) Waives the usual notice required under the law-and-motion provisions of
Rule 317 of the California Rules of Court;

3) Consents to having any motion under § 394(c) heard with notice as an ex
parte matter under Rule 379 of the California Rules of Court; and

4) Acknowledges that this Agreement, and in particular this section, may be
submitted to the court as part of the moving papers.

Nothing in this section, however, impairs or limits the ability of a Party to contest the
suitability of any particular county to serve as a Neutral County.

7.3.  Resolution of Arbitration Disputes. Disputes among or between Parties under
Articles 4 and 5 of this Agreement shall be resolved pursuant to the provisions of this Article.

1) Any dispute which cannot be resolved by consensual agreement shall be
resolved through binding arbitration by a panel of arbitrators in an arbitration proceeding
conducted in a Neutral County, or such other location as the Parties may agree. Arbitration
proceedings may be initiated by any Party sending a demand for arbitration to the other Parties in
conformance with the Notice provisions of this Agreement. The Parties shall impanel a group of
three (3) arbitrators by each selecting an arbitrator of its choice who shall then select the third
(3rd) member of the panel. At least one of the arbitrators must be a person who has actively
engaged in the practice of law with expertise deciding disputes and interpreting contracts. Prior
to the commencement of proceedings, the appointed arbitrators will take an oath of impartiality.
The Parties shall use their reasonable best efforts to have the arbitration proceeding concluded
within ninety (90) Business Days.

(2)  Inrendering their determination, the arbitrators shall determine the rights
and obligations of the Parties according to the substantive and procedural laws of California. All
discovery shall be governed by the CCP with all applicable time periods for notice and
scheduling provided therein being reduced by one-half (/2). The arbitrators may establish other
discovery limitations or rules. The arbitration process will otherwise be governed by the
Commercial Arbitration Rules of the American Arbitration Association. All issues regarding
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compliance with discovery requests shall be decided by the arbitrators. A decision by two (2) of
three (3) arbitrators will be deemed the arbitration decision. The arbitration decision shall be in
writing and shall specify the factual and legal bases for the decision. The decision of such
arbitrators shall be final and binding upon the parties, and judgment upon the decision rendered
by the arbitration may be entered in the Neutral County superior court.

3 The costs (including, but not limited to, reasonable fees and expenses of
counsel and expert or consultant fees and costs), incurred in an arbitration (including the costs to
enforce or preserve the decision) shall be borne by the Party(ies) against whom the decision is
rendered. If the decision is not clearly against one Party on one or more issues, each Party shall
bear its own costs. The arbitration decision shall identify whether any Party shall be responsible
for the costs of the other Party(ies).

ARTICLE 8
GENERAL PROVISIONS

8.1. Term. This Agreement shall commence as of the Closing Date and shall
terminate on the Termination Date, except that the requirements of Section 4.3(5) shall survive
the Termination Date.

8.2. Amendment. This Agreement may be amended only by a written instrument
signed by the IID, SDCWA and CVWD.

8.3.  Attorneys’ Fees. If any Party commences a legal proceeding for any relief
against any other Party to this Agreement arising out of this Agreement, the losing Party shall
pay the prevailing Party’s legal costs and expenses, including, but not limited to, reasonable
attorneys’ fees and court costs, except as may otherwise be specified in the decision or order
entered in said proceeding.

8.4.  Authority. Each Party represents and warrants that: (i) it has the requisite
power and authority to enter into and perform its obligations under this Agreement; (ii) the
individuals executing this Agreement on its behalf are the duly authorized agents of such Party
and are authorized to do so under the Party’s governing documents; and (iii) the terms of this
Agreement are binding upon and enforceable against such Party in accordance with its terms.

8.5. Counterparts. This Agreement may be executed in two or more counterparts,
each of which shall be deemed an original, but both of which, taken together, shall constitute one
and the same Agreement after each party has signed such a counterpart.
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8.6. Effective Date. This Agreement shall be effective on the Effective Date of the
QSA.

IN WITNESS WHEREOF, the parties have executed this Agreement effective as of the
Date first written above.

"CVWD" COACHELLA VALLE ATER D T CT

By:

Title: QEIUE@AL MAarvarcsE

"[1D" IMPERIAL IRRIGATION DISTRICT

By' //./

Title: /

Tltle %&(/‘ W

"SDCWA" SAN DIEGO COUNTY WATER AUTHORITY

By: \\ ‘kﬁi@&:

Title: C.oneERTC l;\tﬁ DACEAR
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EXHIBIT A

General Notes

. Except as noted, all costs are in year 2002 dollars. Future costs have been discounted 3% for present value estimates.

. Costs for each measure include 3 phases: 1) design/permiting, 2) implementation/construction, and 3) operations & maintenance for the 45 year project period.

. Costs for each measure are dependent on the specific timing and duration for each phase. Phases were initiated when necessary to provide offsets for expected impacts.

. Stabilization of the receding Salton Sea shoreline utilizes gravel cover. Costs for alternative measures could vary substantially.

No costs are included for any unknown future mitigation measures that might arise from required studies.

No specific sites for habitat creation measures have been identified. Costs are planning estimates only and may change depending upon location, local economic conditions, final design, etc.
. No additional commitment of land, water or other resources is required for adaptive management.

. Attempts have been made to eliminate duplication of costs among measures.

. Supporting documentation for each cost estimate is available at CYWD, D, MWD, and SDCWA.
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Estimated HCP Costs

General - 1

Hire full-time biologist to manage HCP
and participate on HCP Implementation
Team.

First year O&M $150,000. Begins in
2003.

General - 2

Convene and facilitate HCP IT.

Reimbursement for CDFG and
USFWS participation on HCP IT. ID
biologist participation addressed in
General-1. Begins in 2003.

Salton Sea - 2

Pupfish refugium pond.

340

Pond creation to be implemented at
end of 15 Year Minimization Plan.

Salton Sea - 3

Tamarisk scrub habitat surveys and
creation.

11,132

Surveys and habitat replacement to
begin at end of 15 Year Minimization
Plan. Maximum creation assumes
1321 acres.

Tree Habitat - 1

Tree habitat surveys and creation.

75

—

Surveys and habitat replacement to
begin at start of efficiency
conservation in 2008. Irrigation water
to establish tree habitat (5 years) is
included at 5AF/acre/year. Irrigation
water assumed at $16/AF. Maximum
creation assumes 34.1 acres.




Tree Habitat - 2

Seepage community surveys and
creation.

644

Surveys and habitat replacement to
begin at start of efficiency
conservation in 2008. Irrigation water
to establish tree habitat (5 years) is
included at 5AF/acre/year. Irrigation
water assumed at $16/AF. Maximum
creation assumes 30 acres.

ree Habitat - 3

Site surveys for construction scheduling.

~I

Surveys to begin at start of efficiency
conservation in 2008.

Drain Habitat - 1

Creation of managed marsh habitat.

23,682

73 acres to be implemented in 2003,
117 acres to be implemented at start
of efficiency conservation period in
2008, plus the balance of 462 acres
to be constructed starting in 2017.
The maximum total acreage is 652.
Water to sustain marsh is inciuded at
12AF/acre/year with 50% from
existing drainage and 50% from
purchased irrigation water. lrrigation
water assumed at $16/AF.
Redundant with SWRCB order.

Drain Habitat - 2

Avoid dredging river deltas between
Feb.15 and Aug. 31.

0

No additional costs assumed for
scheduling of maintenance dredging.

Drain Habitat - 3

Site surveys to avoid construction
disturbance of covered species.

0

No additional costs assumed for
crews to survey areas for wildlife
prior to beginning work.

Desert Habitat - 1

Worker education program - training
and materials.

37

Begins in 20083.




Desert Habitat - 2

Precautions for workers during O&M of
canals and drains.

38

Begins in 2003.

Desert Habitat - 3

Habitat surveys, construction
monitoring, and vegetation restoration.

436

Begins in 2003.

Desert Habitat - 4

Habitat surveys and update worker
manual.

476

Habitat surveys and worker training
manual to begin in 2003.

Desert Habitat - 5

Desert habitat acquisition and
management.

118

Habitat acquisition and management
to begin at start of efficiency
conservation in 2008. Maximum
acquisition assumes 100 acres.

Owl - 1 Worker education program for canal 60|Begins in 2003. Some possible
and drain maintenance. redundancy with Desert Habitat-1.
Owl -2 Visual inspection of banks. Mark 920}Operating procedures develop in
burrows. Develop standard operating 2006. Habitat protection measures
procedures. begin at start of efficiency
conservation period in 2008.
Owl - 3 Precautions for grading of spoils near O{No additional cost assumed for
canals and ditches. taking precautions during grading of
spoils.
Owl -4 Avoid disturbing burrows. Fill burrows 2,014]|Habitat measures to begin at start of
to maintain channel. efficiency conservation period in
2008.
Owl -5 Manage location and schedule of facility 60|Habitat measures to begin at start of
construction. efficiency conservation period in
2008.
Owl -6 Maintain current techniques for canal O[No additional cost assumed to
and drain maintenance. maintain current techniques.
Owl -7 Owl abundance, distribution, and 532|Begins in 2003.

demographic surveys.




Owl - 8 Avoid disturbing burrows. Replace 344)Habitat replacement to begin at start
impacted burrows at 2:1 ratio. of efficiency conservation period in
2008.
Owi-9 Farmer and public education program. 43|Begins in 2003.
Pupfish - 1 Maintain current levels of pupfish 862)Habitat maintenance to begin at start
habitat. of efficiency conservation period in
2008. Redundant with SWRCB
order.
Pupfish - 2 Minimize selenium impacts on pupfish. 4,383|Drain channel management to begin
at start of efficiency conservation in
2008. Redundant with SWRCB
order.
Pupfish - 3 Modifications to increase amount of 3,658|Habitat creation to begin at start of
pupfish drain habitat. efficiency conservation period in
2008. Redundant with SWRCB
order.
Pupfish - 4 Protocol for surveys to monitor pupfish 863|Protocol developed by start of
presence. efficiency conservation period in
2008.
Pupfish - 5 Evaluate effect of drain maintenance on 45|Study begins at start of efficiency
pupfish. conservation period in 2008.
Pupfish - 6 Gradual dewatering and salvage of 3,469|Fish salvage begins at start of
stranded pupfish. efficiency conservation period in
2008. Redundant with SWRCB
order.
Razorback Suckers - 1 |Salvage fish and return to Colorado 40|Fish salvage begins at start of

River.

efficiency conservation period in
2008. Redundant with SWRCB
order.




Agriculture - 1

Install markers on tailwater pump power
lines.

40

Marker installation begins at start of
efficiency conservation period in
2008.

Agriculture - 2 Plant and maintain cover crops or ridge 360{Begins in 2003.
till lands to conserve water.
Other Species - 1 Implement species surveys and submit 738|Begins in 2003.
study program.
Other Species - 2 Implement impact avoidance and 817|Begins in 2004,
minimization measures.
Monitoring and Adaptive [Monitoring and adaptive management 0{Costs included in individual
Management described in Chapter 4 of draft HCP. measures listed above are assumed

to cover adative management.

TOTAL HCP

60,857




Estimated 2002 Biological Opinion Portion of HCP Costs

ek PR
15 Year Minimization

Acquire and discharge water to the

50,000

Water to avoid material change in

Plan Salton Sea. Salton Sea elevation and salinity for
15 years. Redundant with SWRCB
order.
Pupfish CM 2 Pupfish selenium toxicity study. Pupfish 939(Begins in 2003. Includes selenium

and selenium monitoring. Develop
mitigation. Study of sources and
management of selenium.

studies required by SWRCB.

Willow Flycatcher CM 1

Willow flycatcher breeding habitat
evaluation.

228

Habitat surveys to begin at start of
efficiency conservation period in
2008.

Willow Flycatcher CM 2

Habitat monitoring and replacement.

733

Habitat monitoring and replacement to
begin at end of 15 Year Minimization
Plan. Possible partial redundancy with
Tree Habitat 1 & 2.

Willow Flycatcher CM 3

Long-term monitoring plan.

24

Management plan developed at end
of 15 Year Minimization Plan.
Possible partial redundancy with Tree
Habitat 1 & 2.

Willow Flycatcher CM 4

Willow flycatcher take evaluation.

Addressed by Willow Flycatcher CM
1

Brown Pelican CM 2

Roost site creation and monitoring.

1,175

No Year 1 capital cost; habitat
creation to be implemented in 2009.

TOTAL 2002 BO

53,099




Estimated CEQA Costs

2
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WQ-2 Selenium will exceed ambient water OfMitigation determined infeasible.

quality criteria. Significant and unavoidable impact.
WQ-4 Selenium will exceed ambient water O{Mitigation determined infeasible.
quality criteria. Significant and unavoidable impact.
WQ-5 Selenium will exceed ambient water 0| Mitigation determined infeasible.
quality criteria. Significant and unavoidable impact.
WQ-7 Selenium will exceed ambient water OlMitigation determined infeasible.
quality criteria. Significant and unavoidable impact.
QSA-WR-1 Selenium will exceed ambient water OtMitigation determined infeasible.
quality criteria. Significant and unavoidable impact.
Water Quality Subtotal 0




AR-1

Prohibit use of non-rotational fallowing.

Otherwise, no mitigation measures.

No costs for prohibiting use of non-
rotational fallowing.

QSA-AR-1

Non-fallowing conservation measures or
short term fallowing.

Addressed by measure AR-1.

SWRCB-HCP-AR-2

Conversion of up to 700 acres of prime
farmland to create habitat.

Mitigation determined infeasible.
Significant and unavoidable impact.

SWRCB-AR-1 Reclassify up to 50,000 acres of prime O{Addressed by AR-1.
farmland or farmland of statewide
importance.
Agricultural Resources Subtotall 0
Recreation 2%
R-7 Temporary and permanent relocation of 1,600{Salton Sea water level adjustment
boat launch facilities. measures assumed to begin at end of
15 Year Minimization Plan. 8 boat
launch facilities relocated every 3
years through 2040 as necessary.
R-10 Temporary and permanent relocation of 2,889|Salton Sea water level adjustment
camping facilities. measures assumed to begin at end of
15 Year Minimization Plan. 88
campsites relocated every 6 years
through 2040 as necessary.
QSA-RR-3 Relocation of Salton Sea recreation O|Addressed by measures R-7 and R-
facilities or use of Conserved Water. 10.
SWRCB-R-7 Temporary and permanent relocation of O|Addressed by R-7.
boat launching facilities.
SWRCB-R-8 Reduced sportfishing opportunities. O|Addressed by 15 Year Minimization

Plan.




SWRCB-R-9 Implement SSHCS to avoid salinity OjAddressed by 15 Year Minimization
impacts. Plan and Salton Sea 2.
SWRCB-R-10 Temporary and permanent relocation of O|Addressed by R-10.

campgrounds and ancillary facilities.

Recreation Subtotal

4,489
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AQ-2 Minimize PM10 emissions during 1,650|Begins in 2008. Redundant with
construction and operation of efficiency SWRCB order.
conservation measures.

AQ-3 Minimize PM10 emissions during 14,895|Cost includes first year fallowing of
fallowing through conservation 2,500 acres. Begins in 2003.
measures, soil stabilization, etc.

AQ-4 General comformity determination. 12{Begins in 2008.

AQ-7 Access restriction, research, monitoring. 36,774{Monitoring and research begins in
Obtain emission offsets and [or] direct 2008. Salton Sea water level
emission reductions at the Sea. adjustment measures assumed to

begin three years after end of 15 Year
Minimization Plan, and be
implemented continuously for 20
years.

EJ-2 Access restriction, research, monitoring, OjAddressed by AQ-7.
and ERCs.

EJ-3 Access restriction, research, monitoring, O|Addressed by AQ-7.
and ERCs.

QSA-AQ-1 Construction SOPs and agricultural 0|SOPs addressed in unit construction
BMPs for dust control. costs and dust control measures
addressed under AQ-2 and AQ-3.
QSA-AQ-2 Construction BMPs for NOx, fugitive 0|BMPs included in unit construction
dust. costs and dust control measures
addressed under AQ-2 and AQ-3.
QSA-AQ-3 Fugitive dust from decline in Salton Sea O{Addressed by AQ-7.
levels.
SWRCB-AQ-3 Dust control measures. O[Addressed by AQ-3.




SWRCB-AQ-7

Access restriction, research, monitoring.
Obtain emission offsets and direct
emission reductions at the Sea.

0

Addressed by AQ-7.

Air Quality Subtotal 53,331
Hcultlral HedolirceSE ~

CR-1 Cultural resource surveys prior to 31|Surveys to begin in 2003. Assumes
construction of water conservation preconstruction surveys for 100 sites
measures. over a 15 year period with 5 sites

requiring testing and recovery.

CR-2 Protect cultural resources during O[Addressed by CR-1.
construction and operation.

CR-5 Protect cultural resources during 87{Salton Sea water level adjustment
reduced flow to Salton Sea. Conduct measures assumed to begin three
archaelogical surveys. years after end of 15 Year

Minimization Plan.

ITA-1 Control of public access on exposed OlAddressed by CR-5.
tribal lands.

QSA-CR-3 Cutural Resource Surveys. 0|Addressed by CR-5.

Cultural Resources Subtotal

118
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N-1 Permanent or temporary sound barriers 13|Barriers constructed at start of
for construction noise sources. efficiency conservation period in
2008.
N-2 Permanent sound barriers for pumps in 15|Barriers constructed at start of
noise-sensitive areas. efficiency conservation period in
2008.
N-3 Permanent sound barriers for interceptor 3|Barriers constructed at start of
pumps in noise-sensitive areas. efficiency conservation period in
2008.
N-4 Permanent or temporary sound barriers O|Addressed by N-1 through N-3.
for noisy equipment.
QSA-N-1 Construction BMPs, sound barriers. OjAddressed by N-1.

Noise Subtotal

31




Geologic:Resolrces:

Monitor water levels for risk of

‘QSA-GSM-1 Minimize soil erosion through watering, 1,999 Includes storm water planning and
paving, limiting vehicle speeds, crusting related BMPs. PM10 dust control
agents, and construction monitoring. elements addressed by AQ-2.

QSA-GSM-3 Construction BMPs for soil erosion. ~ 0|BMPs included in unit construction

costs and dust control measures

response plans. Complete Phase |
studies for potential contamination.

liquefaction. addressed under AQ-2, AQ-3 and
QSA-GSM-1.
Geologic Resources Subtotal 1,999
; Assess impacts on local emergency 268|Assessment to be implemented at

start of efficiency conservation period
in 2008. Assumes 10 sites require
assessment and 5 sites require a
Phase 1 audit.

Sea level.

Hazards Subtotal 268
A-1 Relocate recreation facilities and 0[Costs addressed in measures R-7
develop interpretive facilities and and R-10.
materials.
SWRCB-A-1 Aesthetic impacts from drop in Salton OlAddressed by 15 Year Minimization

Plan and A-1.

Aesthetics Subtotal

TOTAL CEQA

60,236




Estimated CESA 2081 Costs
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Backwater/Marsh Create and maintain 16.25 acres of 1,268|Begins 2003, to be completed within
marsh and backwater habitat 5 years
TOTAL CESA 2081 1,268

Note: CESA LCR 2081 cost estimate is for mitigation acreage and actions that are
in addition to those required in the 2001 Lower Colorado River BO, and assumes
that BO measures will be acceptable as satisfaction of comparable 2081
requirements.



Estimated 2001 Lower Colorado River BO Costs

Conservation Mere 1{Stock 10,000 sub-adult razorback CH Included in funding agreement

suckers into the Colorado River
Conservation Measure 2|Create, restore, and maintain 38.25 * Included in funding agreement
acres of marsh and backwater habitat
Conservation Measure 3|Fund the capture of wild-born or F1 * Included in funding agreement
generation bonytails
Conservation Measure 4|Restore and maintain 186 acres of * Included in funding agreement
southwestern willow flycatcher habitat
along the LCR between Parker and
Imperial Dams

TOTAL 2001 BO 3,000

* Mitigation Measures shall be accomplished through an agreement with the U.S.
Bureau of Reclamation, under which Reclamation shall undertake all required

measures in the 2001 LCR BO attributable to the transfer of 200,000 AFY in return
for payment of $3 million in 2001 dollars.
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EXHIBIT B
HCP Mitigation Requirements

The HCP Mitigation Requirements include the following measures and requirements, all
as described in greater detail in the June 2002 Draft HCP and the December 18, 2002
Biological Opinion issued by the U.S. Fish and Wildlife Service, as applicable:

June 2002 Draft HCP:
General — 1
General — 2

Salton Sea -2

Salton Sea - 3, except that the survey of the areas designated as shoreline strand and
adjacent wetland shall commence in 2018.

Tree Habitat — 1; Tree Habitat — 2; Tree Habitat — 3
Drain Habitat — 1; Drain Habitat — 2; Drain Habitat — 3

Desert Habitat — 1; Desert Habitat — 2: Desert Habitat — 3; Desert Habitat — 4; Desert
Habitat — 5

Owl - 1; Owl - 2; Owl - 3; Owl —4; Owl - 5; Owl - 6; Owl - 7; Owl-8; Owl-9
Pupfish -1; Pupfish —2; Pupfish — 3; Pupfish — 4; Pupfish — 5; Pupfish —6;
Razorback Suckers — 1

~Agriculture — 1; Agriculture — 2
Other Species — 1
Other Species — 2

The monitoring and adaptive management requirements described in Chapter 4 of the
Draft HCP.

2002 Biological Opinion

The 15-Year Minimization Plan described on page 17-18 of the December 18, 2002
Biological Opinion issued by the U.S. Fish and Wildlife Service

Pupfish Conservation Measure 2
Willow Flycatcher Conservation Measures 1, 2, 3, and 4

Brown Pelican Conservation Measure 2

570773/10/9/03
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Exhibit D

Use of Party Funds
Expenditure Millions (present
value as of 2003)
Environmental Mitigation Requirements
Salinity Control of Salton Sea $50.0
Other Environmental Mitigation Requirements $83.0
Total Environmental Mitigation Requirements $133.0

586445.01/SD
14161-002/9-28-03/dlo/cas
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Exhibit E

Party Commitments to Fund Environmental Mitigation Costs

Party Amount
(present value as of 2003)
Imperial Irrigation District $44,061,350
Coachella Valley Water District $36,717,791
San Diego County Water Authority $52,220,859
TOTAL $133,000,000

586444.01/SD
14161-002/10-9-03/dlo/cas
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AGREEMENT FOR ACQUISITION OF CONSERVED WATER BETWEEN IMPERIAL
IRRIGATION DISTRICT AND COACHELLA VALLEY WATER DISTRICT

THIS AGREEMENT FOR ACQUISITION OF CONSERVED WATER ("Agreement")
is made and entered into by IMPERIAL IRRIGATION DISTRICT, a California irrigation
district ("IID"), and COACHELLA VALLEY WATER DISTRICT, a California county water
district ("CVWD"), as of October 10, 2003. IID and CVWD are sometimes referred to
individually as a "Party" and collectively as the "Parties."

RECITALS:

A. IID is an irrigation district organized under the California Irrigation District Law,
codified at §§ 20500 et seq. of the California Water Code, and delivers Colorado River water in
Imperial County, California for irrigation and potable purposes.

B. CVWD is a county water district organized under the California County Water
District Law, codified at §§ 30000 et seq. of the California Water Code, and delivers Colorado
River water in Riverside County, California for irrigation and potable purposes.

C. This Agreement 1s one of several agreements executed and delivered as of the
date hereof by the Parties and by other agencies, including Metropolitan Water District
("MWD"), pursuant to the Quantification Settlement Agreement among the Parties and MWD
dated as of October 10, 2003 (the "QSA"), which settles a variety of long-standing disputes
regarding the priority, use, and transfer of Colorado River water and establishes the terms for the
further distribution of Colorado River water among these entities for up to seventy-five years
based upon the water budgets set forth therein.

D. [ID will cause Water Conservation Efforts (defined below) to be undertaken in
exchange for payments to be made by CVWD.

E. This Agreement provides for the voluntary acquisition of Conserved Water from
IID by CVWD.
F. CVWD is willing to make payments to IID in order to acquire Conserved Water

created by IID's Water Conservation Efforts.

G. The purpose of this Agreement is to set forth the terms and conditions under
which CVWD will make payments to IID for the acquisition of a specified quantity of
Conserved Water, in accordance with the QSA.

H. Although the Parties intend to act in accordance with this Agreement, they do not
intend to, and under the Agreement do not in any way, transfer, assign, encumber, or grant to
each other any ownership interest in or control over any of each other's water rights, and do not
intend to limit or waive their respective rights following termination of the Agreement.

I. The Parties intend that this Agreement shall become effective, and the activities
described herein shall commence, only after compliance with the California Environmental



Quality Act, California Public Resources Code §§ 21000 et seq. ("CEQA"), and the National
Environmental Policy Act, Title 4, United States Code §§ 4321 et seq. ("NEPA"), as applicable.

AGREEMENT:

NOW THEREFORE, in consideration of the covenants and agreements contained in this
Agreement and for other good and valuable consideration, the receipt and sufficiency of which
the Parties hereby acknowledge, IID and CVWD agree that the terms and conditions of this
Agreement are as follows:

ARTICLE 1

DEFINITIONS AND RULES OF CONSTRUCTION

11 Incorporated Definitions. The terms with initial capital letters that are used in
this Agreement shall have the same meaning as set forth in Section 1.1 of the QSA, unless the
context otherwise requires.

1.2 Additional Definitions. As used in this Agreement, in addition to the QSA
defined terms, the following terms shall have the meanings set forth below:

1 Adjustment Notice. As defined in Section 3.4.

2) Contracting Landowner. A Landowner that has contracted with IID to
undertake Water Conservation Efforts and reduce its use of Colorado River water.

3 Due Date. As defined in Section 6.1(1).

) Environmental Review Process Costs. As defined in the Environmental
Cost Sharing Agreement ("ECSA").

(5) Environmental Mitigation Costs. As defined in the ECSA.

6) Event of Default. As defined in Article 15.

(7 First Fifty Thousand Acquisition. As defined in Section 3.1.

t)) Landowner. A legal owner of real property located within the
jurisdictional boundary of IID.

9 Late Payment Charge. As defined in Section 6.3.

(10) Make Available (and grammatical variations thereof). Conserved
Water will be deemed to have been Made Available to CVWD in any Year hereunder by means
of IID’s corresponding reduction in that Year of its Consumptive Use at Imperial Dam in an
amount equal to the Conserved Water to be acquired hereunder in that Year by CVWD.

(11) NEPA. As defined in Recital 1.



(12) Occasional Reduction Notice. As defined in Section 3.5(5).

(13) Permanent Reduction Notice. As defined in Section 3.7.

(14) Postponement Notice. As defined in Section 3.3.
(15) QSA. As defined in Recital C.

(16) Second Fifty-Three Thousand Acquisition. As defined in Section 3.2.

(17)  Shortfall. As defined in Article 11.
(18) Term. As defined in Article 4.

(19) Water Conservation Efforts. The activity, program or project used to
generate Conserved Water.

1.3 Rules of Construction and Word Usage. The provisions of Section 1.2 of the
QSA are incorporated herein by reference, unless the context requires otherwise.

ARTICLE 2

BASIC PROVISION
Subject in all events to the specific terms and conditions of this Agreement:

@) IID will compromise certain positions and cause Water
Conservation Efforts to be undertaken (by IID or by contracts with Landowners) to create
Conserved Water for acquisition by CVWD and reduce the Consumptive Use of Colorado River
water by IID.

(b) CVWD will compromise certain positions, acquire Conserved
Water from the IID, use such Conserved Water for CVWD Improvement District No. 1 (subject
to Section 3.6 below), and pay IID for the Conserved Water available for acquisition.

(c) IID and CVWD agree that at the termination of this Agreement,
neither the terms of the Agreement nor the conduct of the Parties in performance of this
Agreement confers upon the other any legal or equitable rights that would not have existed in the
absence of this Agreement and the Parties’ performance thereunder.

ARTICLE 3

ACQUISITION QUANTITY

3.1 First Fifty Thousand Acquisition. Subject to Sections 3.3 and 3.4 below, the
quantity of Conserved Water acquired by CVWD during the Calendar Year 2008 shall be four
thousand (4,000) AF and shall ramp up by four thousand (4,000) AFY each year thereafter until
Calendar Year 2010, at which time it shall ramp up by five thousand (5,000) AFY each year




thereafter, except that in Calendar Year 2016 it shall ramp up by eighteen thousand (18,000)
AFY. Once fifty thousand (50,000) AFY of conserved water is created and acquired, it shall
constitute the "First Fifty Thousand Acquisition”. Thereafter, subject to the Occasional or
Permanent Reduction provisions of Sections 3.5 and 3.7 below, the First Fifty Thousand
Acquisition shall remain at fifty thousand (50,000) AFY.

3.2  Second Fifty-Three Thousand Acquisition. Commencing in the Year following
the end of the ramp-up for the First Fifty Thousand Acquisition and subject to Section 3.4 below,
the quantity of Conserved Water acquired by CVWD shall be five thousand (5,000) AF and shall
ramp-up by five thousand (5,000) AFY each year thereafter until an additional acquisition of
fifty-three thousand (53,000) AFY is reached (the "Second Fifty-Three Thousand
Acquisition"). Thereafter, subject to the Occasional or Permanent Reduction provisions of
Sections 3.5 and 3.7 below, the aggregate First Fifty Thousand and Second Fifty-Three
Thousand Acquisitions shall total and remain at one hundred and three thousand (103,000) AFY.
A schedule illustrating the First Fifty Thousand and Second Fifty-Three Thousand Acquisitions,
without application of Sections 3.3-3.5 and 3.7 below; is attached hereto as Exhibit A.

3.3  Postponement of First Fifty Thousand Acquisition. CVWD may from time to
time postpone the first year of the First Fifty Thousand Acquisition ramp-up to any Calendar
Year between Calendar Year 2008 and Calendar Year 2016 by providing written notice to IID at
least two (2) years prior to the January 1 of the year which would otherwise be the first year.
More than one postponement is permissible, but no notice may be given after December 31,
2013. The notice shall identify the year other than 2008 that will be the new first year of the
First Fifty Thousand Acquisition (the "Postponement Notice").

3.4  Adjustment to Ramp-Up of First and Second Fifty-Three Thousand
Acquisitions. After the First Fifty Thousand Acquisition has commenced, and provided that
written notice is provided to IID at least one (1) year prior to the January 1 for the Calendar Year
to be adjusted, CVWD may reduce an annual ramp-up step to either three thousand (3,000) AFY
or four thousand (4,000) AFY. The notice shall specify the amount and number of years for the
adjustment (the "Adjustment Notice"). CVWD may provide an Adjustment Notice more than
one time, but only one Adjustment Notice is permitted for any given year.

3.5  Occasional Reductions to First or Second Fifty-Three Thousand
Acquisitions. CVWD shall have a limited right to occasionally reduce the amount of Conserved
Water acquired in the First Fifty Thousand or Second Fifty-Three Thousand Acquisitions from
IID. This limited right is subject to the following terms and conditions.

1) Availability. The occasional reductions may occur only during the period
between the first year of the First Fifty Thousand Acquisition and two (2) years after the end of
the ramp-up for the Second Fifty-Three Thousand Acquisition.

2) Annual Reduction Amount. The occasional reductions shall be in a
volume comprised of one or more increments of five thousand (5,000) AF.




3) Aggregate Reduction Maximum. CVWD may not reduce its acquisition
of Conserved Water by more than one hundred thousand (100,000) AF in the aggregate during
any rolling ten (10)-year period.

“@ Frequency. CVWD may not exercise its limited right to an occasional
reduction in more than three (3) years in any rolling ten (10)-year period nor more than three (3)
years in succession.

(5)  Notice. CVWD shall provide written notice (the "Occasional Reduction
Notice") to IID at least one year prior to the January 1 of any Calendar Year in which the
occasional reduction is to take place. Said notice is to specify the Annual Reduction Amount
and number of years and contain sufficient information for IID to determine CVWD’s
compliance with availability, aggregate maximum, and frequency limitations.

3.6 IID Use or Transfer of Non-Acquired Conserved Water. IID shall have the
right to use, transfer or Make Available to MWD Conserved Water occasionally not acquired by
CVWD, subject to applicable restraints under then existing law. IID shall make reasonable
efforts to lawfully use or transfer Conserved Water occasionally not acquired by CVWD to the
extent such Conserved Water is not Made Available to MWD pursuant to Article 5 of the
IID/MWD Acquisition Agreement. If IID reasonably chooses to use some or all of the non-
acquired Conserved Water, CVWD shall be relieved of its payment obligations for the volume
used by IID. If [ID Makes Available to MWD or lawfully transfers to some other transferee
some or all of the Conserved Water occasionally not acquired by CVWD, CVWD will be
relieved of its payment obligation in an amount equal to the value of the consideration received
by IID in exchange for the transferred Conserved Water; provided, however, that in no event will
CVWD have any right to share in or receive any payment as a result of I[ID's transfer of the
Conserved Water. CVWD will also be relieved of its payment obligation to the extent of
payments IID would have received should IID decide not to engage in a lawful transfer to a
ready, willing and able transferee. CVWD can bring potential transferees to IID's attention for
IID’s consideration. Should IID be unable to reasonably use or transfer the non-acquired
Conserved Water, CVWD will not be relieved of its payment obligation to IID, but will be
permitted to use the Conserved Water for any lawful purpose within its jurisdictional boundary,
except that prior to Calendar Year 2018, CVWD must use such Conserved Water for irrigation
use within Improvement District No. 1 or in a manner that produces the same inflow to the
Salton Sea as if used for irrigation within Improvement District No. 1. The relief of payment
provisions of this Section 3.6 take precedence over any provisions of Article 6 or 7.

3.7  Permanent Reduction of Acquired Water. CVWD may permanently waive its
rights to acquire some of the First Fifty Thousand and Second Fifty-Three Thousand
Acquisitions and its corresponding obligation to pay by providing written notice to IID at least
two years prior to the January 1 of the Calendar Year in which the unreduced volume would
otherwise be obtained, but in no event later than December 31, 2023, specifying the permanent
reduction volume (the "Permanent Reduction Notice"). The permanent reduction volume
below the aggregate acquisition volume of one hundred and three thousand (103,000) AFY must
be in a volume comprised of one or more increments of five thousand (5,000) AFY. The
permanent reduction volume will reduce the Second Fifty-Three Thousand Acquisition and
thereafter the First Fifty Thousand Acquisition; and, after the Permanent Reduction Notice is




provided, the First Fifty Thousand Acquisition and the Second Fifty-Three Thousand Acquisition
volumes are deemed appropriately adjusted for purposes of this Agreement.

ARTICLE 4
TERM

4.1 Term.

)] Agreement. This Agreement shall commence as of the Closing Date and
shall terminate on the Termination Date.

2) Second Fifty-Three Thousand Acquisition. The term for the Second
Fifty-Three Thousand Acquisition shall be limited to the shorter of the term for this Agreement
or the period from January | of Year 1 to December 31 of Year 45.

4.2 Effective Date. The obligations of the Parties under Articles 2, 3, 6, 14, 15, 16
and 17 hereof shall be contingent upon the occurrence of, and shall not become effective until,
the Effective Date.

4.3 Effect of Termination. The provisions of Section 3.4(4) of the QSA are
incorporated herein by reference, except that Section 14.3(2) of this Agreement shall survive
Termination of this Agreement as set forth therein.

ARTICLE 5
PRICE

5.1  First Fifty Thousand Acquisition. The price per AF for the First Fifty Thousand
Acquisition shall be Fifty Dollars ($50.00) in 1999 Dollars.

5.2 Second Fifty-Three Thousand Acquisition. The price per AF for the Second
Fifty-Three Thousand Acquisition shall be One Hundred Twenty-Five Dollars ($125.00) in 1999
Dollars.

ARTICLE 6

PAYMENT

6.1 Schedule for Payments.

1) Payment Schedule. Invoices for Conserved Water will be sent annually
on June 1 by IID to CVWD and, with respect to any Second Fifty-Three Thousand Acquisition
amounts, also to MWD. Each invoice will specify the date of mailing, date on which the
payment thereunder becomes due, per AF charges, total amount due and owing, and, with respect
to any Second Fifty-Three Thousand Acquisition amounts, the portion of the total amount which
1s subject to MWD’s reimbursement obligation to CVWD under the CVWD/MWD Acquisition
Agreement. CVWD will send by the following June 15 a statement of acceptance of the invoice,




or a statement detailing any disagreement in the per AF charges or the total amount due and
owing. Payment of the undisputed amount and fifty percent (50%) of any disputed amount of
any such invoice shall be due on the following July 1 ("Due Date"). Payment of the balance of
any unpaid disputed amount, or refund of any of the paid disputed amount shall be due on the
tenth (10th) business day following final resolution of the payment dispute. As an
accommodation, MWD may pay directly to IID on CVWD’s behalf any portion of an amount
due and owing or disputed under an invoice, and MWD shall be a third-party beneficiary with
respect to any payment dispute applicable to all or part of the amount paid by MWD; and IID
may pay any refund of any of such paid disputed amount directly to MWD following final
resolution of the payment dispute. Notwithstanding, CVWD is fully and solely responsible for
the payment to [ID of the total amount due for the First Fifty Thousand Acquisition and the
Second Fifty-Three Thousand Acquisition.

?2) Amount of Annual Payments. The amount for each annual payment for
Conserved Water during any Year is the quantity in AF of Conserved Water available to be
acquired as of January | of that Year times the applicable price in 1999 Dollars.

6.2  Method of Payment. IID will credit any payment received by IID from MWD
pursuant to the reimbursement obligation provisions of the CVWD/MWD Acquisition
Agreement against CVWD’s payment obligation under Section 6.1; but IID will have no
responsibility for any breach or failure by MWD to perform under such provisions. Every
payment to IID required under this Agreement must be made in lawful money of the United
States of America, to the order of IID, and paid by wire transfer. The initial wire transfer
instructions are as follows:

Imperial Irrigation District
01883-80154
Reference, if any

Bank of America
San Francisco
121000358

Payment will be considered made by CVWD upon confirmation of the funds being transferred
by CVWD (and, as applicable, by MWD) and received by IID’s bank on or before the Due Date,
notwithstanding any clearing time or delay in IID’s bank releasing funds to IID. IID may change
these wire transfer instructions by giving notice to CVWD in accordance with Section 19.6
below. IID will provide a copy of any such notice to MWD in the manner set forth in

Section 11.1 of the QSA.

6.3 Late Payments. Payment of the amount required shall be delinquent if not made
by or on behalf of CVWD before the close of crediting activity on the Due Date. In the event
that CVWD is delinquent in the payment of any amount required, CVWD shall pay an additional
charge ("Late Payment Charge") equal to two percent (2%) of the delinquent payment for each
month or portion thereof that such payment remains delinquent; provided, however, that if the
total period of delinquency does not exceed five (5) Business Days, the additional charge shall be
equal to one percent (1%) of the delinquent payment.
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6.4 Annual Settling-Up Payment. Although the payment provisions set forth above
are based on a price as of each July 1 expressed in 1999 Dollars, it is expected that as of the date
that the invoice is to be prepared and sent to CVWD (and, as applicable, to MWD) only a United
States published estimate of the relevant Inflation Index determinations may be available, with
the final relevant index determinations by the United States not being available until a later date.
In contemplation of that circumstance, IID shall send a settling-up invoice to CVWD (and, as
applicable, to MWD) within sixty (60) days of the United States publication of the relevant
Inflation Index final determinations, which identifies any change, as a payment or credit due, in
the previously sent invoice which was based on an estimated Inflation Index. Within thirty (30)
days of transmission of the settling-up invoice, CVWD will send a statement of acceptance of the
settling-up invoice, or a statement detailing any disagreement. The payment by or credit to
CVWD (and, as applicable, to MWD) will be due by adding the payment or subtracting the
credit, in either case without interest, to the next June 1 invoice sent by IID, with payment due on
the following July 1, all as more fully described in Attachment 5. Should there be a
disagreement in the payment or credit amount of the settling-up invoice, the payment provisions
pending resolution of the dispute will be the same as disputes over the June 1 invoices.

6.5  Payments for Environmental Costs. The method and process for CVWD’s
payment or reimbursement of certain Environmental Review Process Costs and Environmental
Mitigation Costs, as contemplated by Section 10.3 of this Agreement, shall be as set forth in the
ECSA.

ARTICLE 7

ACQUISITION MECHANISM

7.1 Commencement of Acquisition of Conserved Water. The acquisition of
Conserved Water shall be deemed to commence on the Effective Date.

7.2 Acquisition Mechanism and Location. IID performs its obligations to make
Conserved Water available for CVWD acquisition under this Agreement by reducing its
Consumptive Use of the Colorado River at Imperial Dam by an amount equal to the Conserved
Water to be acquired. When IID acts in that manner, IID has satisfied its obligation to make
Conserved Water available for acquisition. CVWD accepts responsibility for the acquired
Conserved Water at Imperial Dam. CVWD has no duty to divert any or all of the Conserved
Water. The payments by CVWD to IID under this Agreement are to enable CVWD to acquire
the Conserved Water and are due whether or not CVWD actually diverts that Conserved Water.
CVWD bears the sole risk and responsibility of transporting the Conserved Water to the CVWD
service area and any and all Conveyance Losses shall be borne by CVWD.

7.3 CVWD’s Scheduling Discretion. CVWD acquires Conserved Water between
January 1 and December 31 of each Year. CVWD has the complete discretion within a Year on
all matters relating to the scheduling of its diversions from Imperial Dam to the CVWD service
area.




ARTICLE 8

PRIORITY 3,6 AND 7

8.1 Limitation on Diversions. IID and CVWD have agreed to limit and share
diversions under Priorities 3, 6 and 7 as explicitly set forth in the QSA.

ARTICLE 9

CONDITIONS TO CVWD'S AND IID’S OBLIGATIONS

9.1 Satisfaction of Conditions. CVWD’s rights to acquire and pay for Conserved
Water, and IID’s obligations to undertake Water Conservation Efforts and Make Available
Conserved Water for acquisition by CVWD, are all subject to the satisfaction of the following
conditions on or before the dates specified below. CVWD and IID each agree to proceed with
reasonable diligence and to use reasonable best efforts to satisfy those conditions for which it has
responsibility. To the extent that the SWRCB imposes costs on the Parties for its review and
approval of CVWD's acquisition of Conserved Water from IID under this Agreement, IID and
CVWD agree to share such costs equally, except that any SWRCB-imposed costs relating to the
SWRCB's role in reviewing IID's reasonable and beneficial use of water shall be borne solely by
IID. To the extent that the Secretary imposes costs on the Parties for its review and agreement to
CVWD's acquisition of Conserved Water from IID under this Agreement, [ID and CVWD agree
to share such costs equally, except that any Secretary-imposed costs relating to any Secretary
role in reviewing IID's reasonable and beneficial uses of water shall be borne solely by IID.
Other than with respect to CVWD's obligations for Environmental Review Process Costs and
Environmental Mitigation Costs and CVWD's obligations for payment of SWRCB or Secretary
expenses spelled out in the preceding two sentences, the amount that CVWD should spend in an
effort to satisfy these conditions is committed wholly to CVWD's complete discretion.

1) QSA. Each of the conditions precedent set forth in the QSA shall have
been satisfied or waived as of the QSA Closing Date.

2) [Intentionally omitted].

3 Flooding Case Settlement Agreement. IID and CVWD shall have
executed a settlement agreement regarding the sharing of liability in Salton Sea flooding cases.

9.2  Written Waiver of Conditions. The Parties may agree to waive in writing any
one or more of the foregoing conditions, in whole or in part; provided, however, that neither
Party shall waive review in accordance with CEQA or NEPA or other requirements under
applicable laws.

9.3  Extension by Agreement. The Parties may agree to extend the date by which
any condition must be satisfied or waived.

9.4 Consequence of Failure of Conditions. If the conditions in this Article are not
timely satisfied or waived, then this Agreement will be void ab initio, and all rights granted by
this Agreement will be terminated and forfeited.




ARTICLE 10

COMPLIANCE WITH ENVIRONMENTAL LAWS

10.1 Compliance With CEQA and NEPA. [n executing this Agreement, the Parties
recognize and acknowledge that the environmental review and assessment required by CEQA
and NEPA have been completed.

10.2 Compliance With Endangered Species Act and Other Applicable Laws. In
executing this Agreement, the Parties recognize and acknowledge that they have taken all steps
necessary to assess whether the activities described in this Agreement may adversely impact
threatened or endangered species, critical habitat or other environmental resources regulated
pursuant to the federal Endangered Species Act, the California Endangered Species Act and
other applicable state and federal laws relating to the protection of environmental resources
(collectively, "Resource Laws"). To the extent required to implement the activities described in
this Agreement in compliance with all Resource Laws, and as a condition to implementing such
activities, the Parties have undertaken consultation with the U.S. Fish & Wildlife Service
("USFWS") for their respective areas of responsibility and have obtained all necessary permits,
approvals and authorizations from USFWS, the California Department of Fish & Game and other
resource agencies.

10.3 Payment of Environmental Review Process and Environmental Mitigation
Costs. The terms and conditions governing the Parties’ respective responsibilities for the
payment of Environmental Review Process and Environmental Mitigation Costs associated with
the activities and transactions contemplated by this Agreement are set forth in the ECSA.

ARTICLE 11

ALLOCATION OF PRIORITY 3 SHORTFALL

11.1 Terms of Allocation. If, for any reason, there is less than three million eight
hundred fifty thousand (3,850,000) AF available in any given year to Priorities 1, 2 and 3,
CVWD's obligation to acquire and pay for Conserved Water and IID's obligation to make
Conserved Water available for acquisition shall continue. Notwithstanding the above, if less
than three million four hundred thirty thousand (3.,430,000) AFY in the aggregate is available
under Priority 3 to IID and CVWD, then any Shortfall ("Shortfall"), defined as the difference
between three million four hundred thirty thousand (3,430,000) AFY and the aggregate AFY
available to IID and CVWD under Priority 3, shall be allocated and shared as set forth in
subsections (1) — (5) below; however, under no circumstances shall the Consumptive Use
available to IID remaining under Priority 3 be reduced to a volume less than the volume of IID's
present-perfected right.

1) Reduction of Priority 3 and Acquired Water. Subject to IID's retention
of its Priority 3 Consumptive Use volume equal to its present-perfected right, shortfalls will be
allocated first to either Party's Priority 3 right and thereafter, if necessary, to reduce acquired
water under this Agreement.

-10-



2) Allocation of Shortfall by Consent. IID and CVWD shall meet as soon
as reasonably practicable, but not later than ten (10) days after each is informed that a Shortfall
will or reasonably might occur in order to negotiate a consensual sharing of the Shortfall. If no
such consensual resolution is obtained within fifteen (15) days of such meeting, then either Party
may commence litigation to resolve the allocation of the Shortfall.

3) Allocation of Shortfall by Litigation. Either IID or CVWD may
commence a lawsuit before any appropriate court to resolve the allocation of the Shortfall.
Litigation shall not occur in any forum other than a court. The matter shall be tried to a judge,
not a jury. In such litigation, both IID and CVWD may assert any right, claim, power or defense
related to water rights including priority, purpose or method of use; provided, however, that
(1) no judgment shall reduce the Consumptive Use right of IID under Priority 3 to less than the
volume associated with [ID’s present perfected right; (ii) any judgment will be limited only to the
allocation of the Shortfall; and (iii) this Agreement, the Implementation Agreement, the
Quantification Settlement Agreement, the [ID/MWD Acquisition Agreement, the CVWD/MWD
Acquisition Agreement, the 1998 IID/SDCWA Transfer Agreement, and the SWRCB and BOR
Approvals of any of these agreements shall be inadmissible as evidence and shall not be
considered by the court in ruling on the allocation of the Shortfall. In any litigation to resolve
the allocation of the Shortfall, should CVWD assert any right, claim, power or defense involving
any evaluation or assessment of IID’s use of water, it shall be conclusively presumed that any
water conserved by IID for transfer or acquisition or used by IID for environmental mitigation
purposes through Temporary Land Fallowing or crop rotation during the Term of this Agreement
has instead been conserved by efficiency improvements, such as by reducing canal seepage and
spills or by reducing surface or subsurface runoff from irngated fields.

) Provisional Allocation of Shortfall During the Litigation. During the
pendency of any litigation and until a final, nonappealable judgment is entered, IID and CVWD
agree to allocate any Shortfall on the basis of seventy-five percent (75%) to IID and twenty-five
percent (25%) to CVWD.

(5)  Settling Up After Litigation Concluded. Upon the entry of a final,
nonappealable judgment, the Parties will settle up and allocate the Shortfall in accordance with

the final judgment. The Party who obtained more water under the Provisional Allocation than it
would have received under the final judgment is the Debtor Party; the Party who obtained less
water under the Provisional Allocation than it would have received under the final judgment is
the Creditor Party. The Debtor Party shall repay the Creditor Party the amount it received under
the Provisional Allocation in excess of that which it would have received had the final judgment
been in effect throughout the Shortfall period. The Debtor Party shall repay in equal annual
installments and shall have a repayment period equal to three (3) years for every one (1) year that
the litigation was pending. To the extent that Flood Control Releases occur during the
repayment period and can be reasonably used or stored by the Creditor Party, the obligation of
the Debtor Party is commensurately reduced.
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ARTICLE 12

FORCE MAJEURE

12.1 Force Majeure. The risk of a Force Majeure event, such as a natural disaster, act
of war or like emergency disrupting [ID’s Water Conservation Efforts or disrupting CVWD’s
ability to acquire, divert or receive Conserved Water, shall be borne by the Parties in accordance
with the following terms; provided, however, that in no circumstance shall a Priority 3 Shortfall,
as described in Article 11 above, an extended drought (even of unexpected magnitude), or a new
and unexpected environmental mitigation obligation be deemed a Force Majeure event within the
meaning of this Article 12. Unexpected environmental mitigation obligations that result in
increased costs shall be dealt with pursuant to the ECSA and the QSA-JPA. However, should an
environmental problem arise which results in a Transfer Stoppage as defined in the QSA, then
notwithstanding the above language, the Transfer Stoppage shall be treated as a Force Majeure
event.

1) IID shall be required, at its own expense, to take whatever steps are
reasonable to cure or resolve any effects of a Force Majeure event on its ability to undertake or
continue its Water Conservation Efforts or otherwise to Make Available Conserved Water, and
shall be relieved of any obligation to conserve or Make Available Conserved Water for
acquisition by CVWD until the cure or resolution is accomplished. CVWD may withhold
payments otherwise due until IID has cured or resolved such effects and Conserved Water again
becomes available for acquisition by CVWD.

(2) CVWD shall be required, at its own expense, to take whatever steps are
reasonable to cure or resolve a Force Majeure event on its ability to acquire, divert, receive,
transport, or direct recharge Conserved Water and, until such cure or resolution is accomplished,
shall be relieved of its payment obligations to IID. IID may itself use, or make available for
lawful acquisition by others, the Conserved Water for which CVWD would otherwise have paid,
and CVWD shall have no right to acquire the Conserved Water until it has cured or resolved
such effects and again becomes obligated to make payments to IID.

ARTICLE 13

EMINENT DOMAIN/TAKINGS

13.1 Effect on Agreement. If at any time during the term of this Agreement, any of
the Conserved Water to be made available to CVWD by IID pursuant to this Agreement is taken
for any part of the remaining term of this Agreement by lawful exercise of the power of eminent
domain by any sovereign, municipality, public or private authority or other person ("taking"), the
terms of this Agreement shall not be affected in any way, except that for the period of the taking
as to the Conserved Water taken only, IID shall be relieved of its obligation to make such
Conserved Water available to CVWD and CVWD shall be relieved of its obligation to pay IID
for such Conserved Water. Each Party hereby waives any right it may have under the provisions
of Code of Civil Procedure § 1265.130 to petition the Superior Court to terminate this
Agreement.
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13.2 Compensation for Taking. The compensation paid for any taking of Conserved
Water otherwise to be Made Available to CVWD pursuant to this Agreement (the “subject
Conserved Water”) shall be separately assessed under Code of Civil Procedure § 1260.220(a)
according to each Party's interest as follows:

1) CVWD shall be entitled to:

) Any compensation paid for the amount attributable to the market
value of the subject Conserved Water for the period from the date of the taking to the earlier of
the date of the end of the taking or the term of this Agreement in excess of (x) the present value
at the date of the taking of the amounts that CVWD would otherwise be obligated to pay to IID
for the subject Conserved Water under this Agreement and (y) the market value, if any,
attributed to MWD's unexercised Right of First Refusal and Secondary Option under the
IID/MWD Acquisition Agreement with respect to the subject Conserved Water to the extent
compensation is allowable therefor under applicable law.

(i1) Any compensation paid for severance damage to CVWD
attributable to the taking of the subject Conserved Water; and

(1)  Any compensation paid for loss of goodwill to CVWD attributable
to the taking of the subject Conserved Water.

(2) IID shall be entitled to all other compensation paid, including but not
limited to:

(1) Any compensation paid for the present value at the date of the
taking of the amounts that CVWD would otherwise be obligated to pay to IID for the subject
Conserved Water under this Agreement;

(i1) Any compensation paid for severance damage to IID attributable to
the taking of the subject Conserved Water; and

(11)  Any compensation paid for the loss of goodwill to IID attributable
to the taking of the subject Conserved Water.

3) Nothing in this Article 13 shall affect the right of either Party to relocation
assistance benefits.

4) Nothing in this Article 13 shall affect the rights or claims of either Party
with respect to a taking of some or all of its water rights, including Colorado River water rights.

ARTICLE 14
MISCELLANEOQOUS
14.1 Retention of Water Rights; No ""Property'' Rights in Water Rights Created

Hereunder. This Agreement does not in any way transfer, assign, encumber, or grant to CVWD
any ownership interest in or control over any water rights held by IID, and does not in any way




transfer, assign, encumber, or grant to IID any ownership interest or control over any water rights
held by CVWD. IID and CVWD covenant and agree not to assert against each other any such
interest in or control over any water rights of the other Party.

14.2 Contracts with Landowners. Should IID contract with any Landowners to
undertake Water Conservation Efforts, IID shall solely contract with the Contracting
Landowners and shall be solely responsible for enforcing the terms of such contracts. IID shall
bear the sole responsibility and consequences of a breach by any Contracting Landowner.
CVWD shall not be a third-party beneficiary to any of the contracts between the Contracting
Landowners and IID, and CVWD shall not have or acquire any rights by virtue of those
contracts.

14.3 Water Use. (1) During the Term of this Agreement, and except as to the
Allocation of Shortfall provisions of Article 11 above, neither IID or CVWD will challenge the
water use practices or reasonableness of water use of the other, or in any way seek to reduce each
other’s rights to Consumptive Use of Colorado River water or each other’s acquisition of
Conserved Water as set forth in the QSA; and (2) during the Term of this Agreement and for six
(6) years thereafter, CVWD covenants that in dealing directly with IID, CVWD shall
conclusively presume that any water conserved for transfer or acquisition or used by IID for
environmental mitigation purposes through Temporary Land Fallowing or crop rotation was
conserved by IID in the same volume as if conserved by efficiency improvements such as by
reducing canal seepage and spills or by reducing surface or subsurface runoff from irrigated
fields. Also, during the Term of this Agreement and for six (6) years thereafter, CVWD
covenants that in any administrative, judicial or legislative proceeding involving evaluation or
assessment of IID’s use of water, CVWD will not oppose (but shall not be required to support)
IID’s position that any water conserved for transfer or acquisition or used by IID for
environmental mitigation purposes through Temporary Land Fallowing or crop rotation must be
conclusively presumed to have been conserved by IID in the same volume as if conserved by
efficiency improvements, such as by reducing canal seepage and spills or by reducing surface or
subsurface runoff from irrigated fields. CVWD further covenants that it will not oppose (but
shall not be required to support) any effort by IID to cause any administrative, legislative or
judicial body evaluating or assessing IID’s use of water during the Term of this Agreement and
for six (6) years thereafter to make the same conclusive presumption. In addition, CVWD
covenants that, during the term of the QSA and for six (6) years thereafter, CVWD will not
support (but shall not be required to oppose) in any forum, including any activity before any
legislative, administrative or judicial body, any proposal to require the creation of Conserved
Water for acquisition or transfer by IID after December 31, 2017 through the use of Temporary
Land Fallowing, permanent land fallowing or crop rotation. CVWD also agrees that it will not
oppose (but shall not be required to support) IID’s position that it has the right to Consumptive
Use of Colorado River Water or IID created Conserved Water to mitigate environmental impacts
resulting from the acquisition or transfer of Conserved Water contemplated by the QSA as set
forth in the ECSA and the Exhibits thereto. CVWD does not oppose (but shall not be required to
support) the right of IID to create all Conserved Water by efficiency improvements without
providing any mitigation water after Calendar Year 2017, as reflected on the Compromise
IID/SDCWA and QSA Delivery Schedule attached as Exhibit B.
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14.4 Other Transfers of Water by IID. During the Term of this Agreement, with the
exception of any transfer initiated or to be initiated during a period in which a Shortfall needs to
be allocated pursuant to Article 11 above, CVWD hereby consents and will not object to any
transfer or use of water by IID outside the Imperial Service Area provided such transfer or use
does not result in reduction in water available to CVWD as set forth in the QSA. IID
acknowledges that CVWD’s consent during the Term of this Agreement does not waive CVWD’s
position following expiration of the Term of this Agreement that the Compromise Agreement
signed by the Parties on February 14, 1934, limits [ID’s rights to divert Colorado River water
pursuant to its Section 5 contract to water that IID can put to beneficial use exclusively in its
service area. CVWD acknowledges that CVWD’s consent during the Term of this Agreement
does not waive IID’s position that CVWD’s consent is not required to conserve and transfer
Colorado River water for consumptive use outside IID’s service area.

14.5 Other Transfers of Water hy CVWD. During the Term of this Agreement,
except as provided in Section 3.6 above, CVWD covenants to not transfer or assign to any
person for use outside CVWD Improvement District No. 1, other than for recharge of CVWD
Improvement District No. 1: (1) any of its right to Consumptive Use of Colorado River water; or
(11) the right to use any conserved water created by CVWD.

146 CVWD Groundwater Storage of [ID Water. CVWD grants to IID the right to
store IID water in the groundwater basin in the Coachella Valley and to utilize CVWD’s
groundwater recharge and extraction facilities upon the payment to CVWD of actual costs, all as
more specifically set forth in a Groundwater Storage Agreement in the form substantially similar
to that attached as Exhibit C.

14.7 Re-Transfer. CVWD has no right to re-transfer Conserved Water acquired from
IID. If CVWD exchanges Conserved Water acquired from IID for MWD-delivered water, and if
the exchange obligation of each party must be and actually is fulfilled within a single Year, then
that exchange is not a re-transfer and is not subject to the prohibition set forth above. Should
CVWD reduce its use of Colorado River water in any Year so that MWD can acquire a
corresponding amount in that same year pursuant to the terms of the CVWD/MWD Acquisition
Agreement, the MWD/CVWD Transfer and Exchange Agreement, the Agreement Between
MWD and CVWD for Exchange of Water dated July 7, 1983, or the Advance Delivery
Agreement dated June 28, 1984, and should CVWD have previously acquired from MWD a
volume of water greater than or equal to the amount that MWD is to acquire and for which
CVWD is obligated to make available (including conjunctive use programs), then CVWD’s
reduction and MWD’s acquisition shall not be considered a re-transfer of Conserved Water
acquired from IID in that year. Other than as provided in Section 3.6 herein, CVWD shall not
use Conserved Water outside of Improvement District No. 1 for purposes other than recharge of
Improvement District No. 1, CVWD's non-diversion of Conserved Water in order to make a cure
payment under the Inadvertent Overrun and Payback Policy, or in order to make a settling up
payment to IID of a Shortfall under Article {1 above will not be considered a re-transfer.
CVWD will provide IID with information regarding any exchanges with MWD or other allowed
uses such that IID is able to timely determine CVWD’s compliance with this provision.

14.8 Calendar-Year Limitation. CVWD's right to acquire Conserved Water under
this Agreement is not cumulative, and CVWD has no right to any such Conserved Water that it
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does not divert within the Year. Thus, if CVWD fails to divert all of the Conserved Water to
which it is entitled under this Agreement in any one Year, the amount which CVWD is entitled
to acquire (and the amount that IID is obligated to Make Available under this Agreement) in any
other Year is unaffected.

14.9 Salton Sea Mitigation Water. CVWD shall, at no expense or cost to CVWD,
cooperate with IID and SDCWA’s efforts to provide salinity management water to the Salton Sea
as provided 1in this section. IID shall make available Conserved Water to SDCWA. If necessary,
SDCWA shall exchange a portion of such water with CVWD for water from other non-Colorado
River sources to be delivered to the Salton Sea or cause such water to be delivered to the Salton
Sea through forbearance arrangements with IID.

14.10 Settlement and Efficiency Conservation Opportunity Payment. In
consideration of (i) the settlements reached with CVWD and MWD through the QSA, and
(ii) the opportunity to increase the conservation ramp-up schedule and utilize conservation
methods of IID’s choice, including efficiency conservation, as set forth in the ID/DWR
Agreement, [ID shall pay to the QSA-JPA twenty-four million dollars ($24,000,000) in
Effective-Date Dollars, on the schedule attached as an exhibit to the QSA-JPA.

ARTICLE 15

DEFAULT AND DISPUTES

15.1 Events of Default by CVWD. Each of the following constitutes an “Event of
Default” by CVWD under this Agreement:

1) Payment. CVWD fails to pay the required amount by the Due Date. If
CVWD fails to pay the required amount by the Due Date, the delinquent payment will also bear
a Late Payment Charge as set forth in Section 6.3 until paid in full.

2) Other Promises. CVWD fails to perform or observe any term, covenant,
or undertaking in this Agreement that it is to perform or observe, and such default continues for
forty-five (45) days from a Notice of Default being sent in the manner provided in Section 19.6.

3) Warranties and Representations. Any warranty, representation, or other
statement made by or on behalf of CVWD and contained (i) in this Agreement or (ii) in any other
document furnished in compliance with or in reference to this Agreement is on the date made, or
later proves to be, false, misleading, or untrue in any material respect.

15.2 Events of Default by IID. Each of the following constitutes an “Event of
Default” by IID under this Agreement:

1) Transfer. IID fails to Make Conserved Water Available for acquisition
by CVWD in the quantities and on the schedule specified in this Agreement.

2) Other Promises. IID fails to perform or observe any term, covenant, or
undertaking in this Agreement that it is to perform or observe, and such default continues for
forty-five (45) days from a Notice of Default being sent in the manner provided in Section 19.6.
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3) Warranties and Representations. Any warranty, representation, or other
statement made by or on behalf of IID and contained (i) in this Agreement or (ii) in any other
document furnished in compliance with or in reference to this Agreement is on the date made, or
later proves to be, false, misleading, or untrue in any material respect.

15.3  Certain Disputes Between IID and CYVWD. Any disagreements between IID
and CVWD concerning the amount of an invoice or settling-up invoice, the calculation or
application of the Inflation Index, or the calculation of capacity and actual costs for CVWD
groundwater storage of IID water, shall not be considered Events of Default, but instead
considered Arbitration Disputes which are resolved pursuant to Sections 17.1 and 17.2.

15.4 Determination of Reasonableness of Steps Taken to Cure or Resolve Effects
of a Force Majeure Event. Any disagreements between IID and CVWD conceming the
reasonableness of steps taken by CVWD or IID to cure or resolve the effects of a Force Majeure
event shall be resolved pursuant to Sections 17.1 and 17.3.

ARTICLE 16

REMEDIES

16.1 Specific Performance for Defaults. Each Party recognizes and agrees that the
rights and obligations set forth in this Agreement for defaults are unique and of such a nature as
to be inherently difficult or impossible to value monetarily. If one Party defaults by not
performing in accordance with the specific wording of any of the provisions in this Agreement
applicable to that Party, or otherwise breaches, other than those issues that are Disputes as set
forth in Section 15.3, the other Party would likely suffer irreparable harm. Therefore, if either
Party breaches this Agreement, an action at law for damages or other remedies at law would be
wholly inadequate to protect the unique rights and interests of the other Party to the Agreement.
Accordingly, in any court controversy concerning this Agreement, the Agreement’s provisions
will be enforceable in a court of equity by a decree of specific performance. This specific-
performance remedy 1s not exclusive and is in addition to any other remedy available to the
Parties.

16.2 Cumulative Rights and Remedies. The Parties do not intend that any right or
remedy given to a Party on the breach of any provision under this Agreement be exclusive; each
such right or remedy is cumulative and in addition to any other remedy provided in this
Agreement or otherwise available at law or in equity. If the non-breaching Party fails to exercise
or delays in exercising any such right or remedy, the non-breaching Party does not thereby waive
that right or remedy. In addition, no single or partial exercise of any right, power, or privilege
precludes any other or further exercise of a right, power, or privilege granted by this Agreement
or otherwise.

16.3  Actions or Proceedings Between the Parties. Each Party acknowledges that it
is a "local agency" within the meaning of § 394(c) of the California Code of Civil Procedure
("CCP"). Each Party further acknowledges that any action or proceeding commenced by one
Party against the other would, under § 394(a) of the CCP, as a matter of law be subject to
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9] Being transferred to a Neutral County, or

(2) Instead, having a disinterested judge from a Neutral County assigned by
the Chairman of the Judicial Council to hear the action or proceeding.

3) Each Party hereby:

(1) Stipulates to the action or proceeding being transferred to a Neutral
County or to having a disinterested judge from a Neutral County assigned to hear the action or
proceeding;

1) Waives the usual notice required under the law-and-motion
provisions of Rule 317 of the California Rules of Court;

(i)  Consents to having any motion under § 394(c) heard with notice as
an ex parte matter under Rule 379 of the California Rules of Court; and

(iv)  Acknowledges that this Agreement, and in particular this section,
may be submitted to the court as part of the moving papers.

Nothing in this Section 16.3, shall impair or limit the ability of a Party to contest the
suitability of any particular county to serve as a Neutral County.

ARTICLE 17

RESOLUTION OF DISPUTES

Arbitration Disputes between the Parties described in Section 15.3, shall be resolved
pursuant to the provisions of Sections 17.1 and 17.2 of this Article. All other disputes involving
Events of Default shall be resolved pursuant to the provisions of Section 17.1 and 17.3 of this
Article.

17.1 Meeting of General Managers. Within thirty (30) days of the Parties identifying
the existence of a dispute, the General Managers of IID and CVWD shall meet and attempt to
resolve the dispute to their mutual satisfaction. Any such resolution shall be in writing and be
binding on the Parties.

17.2  Arbitration. Any dispute listed in Section 15.3 arising out of this Agreement
which cannot be resolved by agreement shall be resolved through binding arbitration conducted
in a Neutral County or such other location as the Parties may agree. Arbitration proceedings
may be initiated by either Party sending a demand for arbitration to the other Party in
conformance with the Notice provisions of this Agreement. The Parties shall impanel a group of
three arbitrators by each selecting an arbitrator of their choice who shall then select the third
member of the panel. If the two arbitrators appointed by the Parties cannot agree on the selection
of a third arbitrator within ten (10) Business Days from the initiation of the arbitration
proceeding, the third neutral arbitrator shall be selected by the presiding judge of the Neutral
County Superior Court. At least one of the arbitrators must be a person who has actively
engaged in the practice of law with expertise deciding disputes and interpreting contracts. Prior
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to the commencement of proceedings, the appointed arbitrators will take an oath of impartiality.
The Parties shall use their reasonable best efforts to have the arbitration proceeding concluded
within ninety (90) Business Days of the selection of the third panel member.

In rendering the award, the arbitrators shall determine the rights and obligations of the
Parties according to the substantive and procedural laws of California. All discovery shall be
governed by the CCP with all applicable time periods for notice and scheduling provided therein
being reduced by one-half (/2). The arbitrators may establish other discovery limitations or
rules. The arbitration process will otherwise be governed by the Commercial Arbitration Rules
of the American Arbitration Association. All issues regarding compliance with discovery
requests shall be decided by the arbitrators. A decision by two of three arbitrators will be
deemed the arbitration decision. The arbitration decision shall be in writing and shall specify the
factual and legal bases for the decision. The decision of such arbitrators shall be final and
binding upon the parties, and judgment upon the decision rendered by the arbitration may be
entered in the Neutral County superior court.

The costs (including, but not limited to, reasonable fees and expenses of counsel and
expert or consultant fees and costs), incurred in an arbitration (including the costs to enforce or
preserve the decision) shall be borne by the Party whom the decision is against. If the decision is
not clearly against one Party on one or more issues, each Party shall bear its own costs. The
arbitration decision shall identify whether any Party shall be responsible for the other Party's
Ccosts.

17.3 Trial of Certain Disputes. Any dispute to be resolved pursuant to the provisions
of this Section 17.3 shall be determined following trial by a Judge Pro Tempore from a Neutral
County appointed by the Presiding Judge of the County in which a complaint is filed pursuant to
the venue rules in the California Code of Civil Procedure. The proceeding shall be initiated
when one Party sends a copy of the complaint intended to be filed with the Superior Court in the
appropriate County. The General Managers and attorneys for the Parties shall meet within ten
(10) Business Days of mailing, faxing or e-mail transmission of the proposed complaint to
determine whether agreement can be reached on a particular retired Superior Court Judge to
preside over the trial. The complaining Party shall thereafter file the complaint in the appropriate
County. The Parties agree that at the appropriate time they will stipulate to the appointment by
the Presiding Judge of the Superior Court for that County of the retired judge agreed upon as the
Judge Pro Tempore to preside over the case for all purposes. If the Parties cannot agree upon a
retired judge, the venue, filing and the normal trial procedures for Superior Court cases shall
apply; provided, however, that any judge assigned to the case shall be from a Neutral County.
The Parties agree that the issues in the case shall be tried and determined by the Court as nonjury
issues.
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ARTICLE 18

REPRESENTATIONS AND WARRANTIES
18.1 IID’s Representations and Warranties.

1) Due Authority and Approval. Subject only to any approvals and
conditions required under Article 9 of this Agreement and compliance with environmental laws
pursuant to Article 10 of this Agreement: (1) IID has all legal power and authority to enter into
this Agreement, to implement its Water Conservation Efforts, and to make the Conserved Water
available for CVWD acquisition on the terms set forth in this Agreement, and (i) the execution
and delivery of this Agreement and IID’s performance of its obligations under the Agreement
have been duly authorized by all necessary actions of IID, and no other act or proceeding by IID
1s necessary to authorize such execution, delivery, or performance.

2) Signatories. The persons executing this Agreement on behalf of IID have
full power and authority to bind IID to the terms of this Agreement. In addition, the persons
signing this Agreement on [ID’s behalf personally warrant and represent that they have such
power and authority. Furthermore, the persons signing this Agreement on the 1ID’s behalf
personally warrant and represent that they have reviewed this Agreement, understand its terms
and conditions, and have been advised by counsel regarding the same.

3) Enforceability. Subject only to any approvals required under Article 9 of
this Agreement and compliance with environmental laws pursuant to Article 10 of this
Agreement, this Agreement constitutes the valid and binding agreement of 1ID, enforceable
against IID in accordance with the terms of the Agreement.

“) No Conflicts. The execution and implementation of this Agreement do
not violate or trigger default under any law or other agreement to which IID is subject.

5) No Pending or Threatened Disputes. Except as disclosed on Exhibit D
attached hereto, there are no actions, suits, legal or administrative proceedings, or governmental
investigations pending or, to IID’s knowledge, threatened against or affecting IID relating to the
performance contemplated by this Agreement, including the adequacy of the Water Conservation
Efforts undertaken by 11D, IID’s Making Conserved Water Available for acquisition by CVWD,
and CVWD’s payment for such Conserved Water.

(6) Notice of Developments. IID agrees to give prompt notice to CVWD if
IID discovers that any of its own representations and warranties were untrue when made or
determines that any of its own representations and warranties will be untrue as of the Effective
Date.

18.2 CVWD’s Representations and Warranties.

1) Due Authority/Approval. Subject only to the approvals and conditions
required under Article 9 of this Agreement and compliance with environmental laws pursuant to
Article 10 of this Agreement: (i) CVWD has all legal power and authority to enter into this
Agreement and to acquire the Conserved Water on the terms set forth in this Agreement, and
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(ii) the execution and delivery of this Agreement and CVWD’s performance of its obligations
under the Agreement have been duly authorized by all necessary actions of CVWD, and no other
act or proceeding by CVWD is necessary to authorize such execution, delivery, or performance.

(2) Signatories. The persons executing this Agreement on behalf of CVWD
have full power and authority to bind CVWD to the terms of this Agreement. In addition, the
persons signing this Agreement on CVWD’s behalf personally warrant and represent that they
have such power and authority. Furthermore, the persons signing this Agreement on CVWD’s
behalf personally warrant and represent that they have reviewed the Agreement, understand its
terms and conditions, and have been advised by counsel regarding the same.

Q) Enforceability. Subject only to any approvals and conditions required
under Article 9 of this Agreement and compliance with environmental laws pursuant to
Article 10 of this Agreement, this Agreement constitutes the valid and binding agreement of
CVWD, enforceable against CVWD in accordance with the terms of the Agreement.

4) No Conflicts. The execution and implementation of the Agreement do not
violate or trigger default under any law or other agreement to which CVWD is subject.

5 No Pending or Threatened Disputes. Except as disclosed on Exhibit E
attached hereto, there are no actions, suits, legal or administrative proceedings, or governmental
investigations pending or, to CVWD’s knowledge, threatened against or affecting CVWD
relating to the performance contemplated by this Agreement, including the adequacy of the
Water Conservation Efforts undertaken by IID, IID’s Making Conserved Water Available for
acquisition by CVWD, and CVWD?s use of the acquired Conserved Water and its payment for
such Conserved Water.

(6)  Notice of Developments. CVWD agrees to give prompt notice to IID if
CVWD discovers that any of its own representations and warranties were untrue when made or
determines that any of its own representations and warranties will be untrue as of the Effective
Date.

ARTICLE 19

GENERAL PROVISIONS

19.1 No Third-Party Rights. This Agreement is made solely for the benefit of the
Parties and their respective permitted successors and assigns (if any). Except for such a
permitted successor or assign, no other person or entity may have or acquire any right by virtue
of this Agreement.

19.2 Counting Days. Days shall be counted by excluding the first day and including
the last day, unless the last day is not a Business Day, and then it shall be excluded. Any act
required by this Agreement to be performed by a certain day shall be timely performed if it is
completed before 5:00 p.m. Pacific Time on that date, unless otherwise specified. If the day for
performing any obligation under this Agreement is not a Business Day, then the time for
performing that obligation shall be extended to 5:00 p.m. Pacific Time on the next Business Day.
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19.3 Ambiguities. Each Party and its counsel have participated fully in the drafting,
review and revision of this Agreement. A rule of construction to the effect that ambiguities are
to be resolved against the drafting Party will not apply 1n interpreting this Agreement, including
any amendments or modifications.

19.4 Governing Law. California law governs this Agreement and any dispute arising
from the contractual relationship between the Parties under the Agreement.

19.5 Binding Effect; No Assignment. This Agreement is and will be binding upon
and will inure to the benefit of the Parties and, upon dissolution, the legal successors and assigns
of their assets and liabilities. Neither Party may assign any of its rights or delegate any of its
duties under this Agreement. Any Assignment or Delegation made in violation of this
Agreement is void and of no force or effect.

19.6 Notices. All notices, requests, demands, or other communications under this
Agreement must be in writing, and sent to both addressees of each Party. Notice will be
sufficiently given for all purposes as follows:

° Personal Delivery. When personally delivered to the recipient. Notice is
effective on delivery.

) First-Class Mail. When mailed first-class to the last address of the
recipient known to the Party giving notice. Notice is effective five mail
delivery days after it is deposited in a United States Postal Service office
or mailbox.

L Certified Mail. When mailed certified mail, return receipt requested.
Notice 1s effective on receipt, if a return receipt confirms delivery.

L Overnight Delivery. When delivered by an overnight delivery service -
such as Federal Express, charged prepaid or charged to the sender’s
account. Notice is effective on delivery, if delivery is confirmed by the
delivery service.

Addresses for purpose of giving notice are as follows:

To IID: Imperial Irrigation District
333 E. Barioni Boulevard
P.O. Box 937

Imperial, California 92251
Attn: General Manager
Telephone: (760) 339-9477




With a copy to: Horton, Knox, Carter & Foote

895 Broadway

El Centro, California 92243

Attn: John P. Carter, Chief Counsel
Telephone: (760) 352-2821

To CVWD: Coachella Valley Water District

P.O. Box 1058

Coachella, California 93326

Attn: General Manager and Chief Engineer
Telephone: (760) 398-2651

With a copy to: Redwine & Sherrll
1950 Market Street
Riverside, California 92501
Attn: Gerald Shoaf
Telephone: (909) 684-2520

A correctly addressed notice that is refused, unclaimed, or undeliverable because of an act or
omission by the Party to be notified will be deemed effective as of the first date that that notice
was refused, unclaimed, or deemed undeliverable by the postal authorities, messenger, or
overnight delivery service. A Party may change its address by giving the other Party notice of
the change in any manner permitted by this Agreement.

19.7 Entire Agreement. This Agreement (including the exhibits and other agreements
attached to or referenced in this Agreement) constitutes the final, complete, and exclusive
statement of the terms of the agreement between the Parties pertaining to the acquisition of
Conserved Water by CVWD from IID, and supersedes all prior and contemporaneous
understandings or agreements of the Parties. Neither Party has been induced to enter into this
Agreement by, nor is either Party relying on, any representation or warranty outside those
expressly set forth in this Agreement.

19.8 Time of the Essence. Time is of the essence of and under this Agreement and of
every provision thereof.

19.9 Modification. This Agreement may be supplemented, amended, or modified
only by the agreement of the Parties. No supplement, amendment, or modification will be
binding unless it is in writing and signed by both Parties.

19.10 Waiver. No waiver of a breach, failure of condition, or any right or remedy
contained in or granted by the provisions of this Agreement is effective unless it is in writing and
signed by the Party waiving the breach, failure, right, or remedy. No waiver of a breach, failure
of condition, or right or remedy is or may be deemed a waiver of any other breach, failure, right
or remedy, whether similar or not. In addition, no waiver will constitute a continuing waiver
unless the writing so specifies.
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19.11 Joint Defense. The Parties agree to proceed with reasonable diligence and use
reasonable best efforts to jointly defend any lawsuit or administrative proceeding challenging the
legality, validity, or enforceability of any term of this Agreement, or any Party’s right to act in
accordance with any of the terms of this Agreement.

IN WITNESS WHEREOQOF, IID and CVWD have executed this Agreement as of the day
and year first written above.

"TID" IMPERIAL IRRIGATION DISTRICT, a
California irrigation district
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AGREEMENT FOR STORAGE OF
GROUNDWATER
By and Between
COACHELLA VALLEY WATER DISTRICT,
a California County Water District
(*CVvwD")
and
IMPERIAL IRRIGATION DISTRICT,
a California County Water District

( " IIDII )
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AGREEMENT FOR STORAGE OF GROUNDWATER

THIS AGREEMENT FOR STORAGE OF GROUNDWATER ("Agreement") is
made and entered into this 10TH day of October, 2003 by and
between COACHELLA VALLEY WATER DISTRICT, a California County
Water District ("CVWD") and Imperial Irrigation District, a
California Irrigation District ("IID"). IID and CVWD are
sometimes referred to individually as a "Party" and collectively
as "Parties."

RECITALS

A. CVWD is a county water district, organized under the
California County Water District Law, codified at Section 30000
et seq. of the California Water Code and delivers water in
Riverside County, California for potable and irrigation purposes.

B. IID is an irrigation district, organized under the
California Irrigation District Law, codified at Section 20500,
et seg. of the California Water Code and delivers water in
Imperial County, California for potable and irrigation purposes.

C. IID is a contractor with the United States of America for
the delivery of Colorado River water as authorized by the Boulder
Canyon Project Act (Act of December 21, 1928;45 Stat.1057, as
amended). Pursuant to such contract, IID is entitled along with
certain other entities, including CVWD, to beneficial consumptive
use of certain quantities of Colorado River water.

D. The service area of CVWD is divided into an upper valley and
lower valley which have groundwater basins (collectively,
"Basins")

E. IID desires to acquire storage space from CVWD and CVWD
desires to provide storage space to IID in the Basins to store
Colorado River water ("IID Water") on the terms and conditions
set forth herein.

NOW THEREFORE, IN CONSIDERATION OF THE COVENANTS AND
AGREEMENTS CONTAINED IN THIS AGREEMENT AND FOR OTHER GOOD AND
VALUABLE CONSIDERATION, THE RECEIPT AND SUFFICIENCY OF WHICH THE
PARTIES HEREBY ACKNOWLEDGE, IID AND CVWD AGREE THAT THE TERMS OF
THIS AGREEMENT ARE AS FOLLOWS:

ARTICLE I
DEFINITIONS

1.1 Except as set forth in the body of this Agreement, all
capitalized terms shall have the meanings set forth in



Exhibit "A" attached hereto and by this reference incorporated

herein.
ARTICLE IT
STORAGE OF WATER
2.1 (a) Subject to the availability of storage in the

Basins and the terms and conditions set forth herein, CVWD
agrees to provide to IID storage for IID Water in the
Basins. The determination of whether there is storage
availability in the Basins shall be made by CVWD in its
reasonable discretion. In determining the availability of
storage capacity in the Basins, if any, CVWD shall assess

(1) whether there is physical availability of space in the
Basins to store water, (ii) whether the delivery of water by
IID will potentially interfere with the delivery, recharge
and storage of water by CVWD or other parties with pre-
existing rights, (iii) whether the facilities exist
(*Recharge Facilities,’ ‘Additional Recharge Facilities’ and
‘IID Recharge Facilities’ as defined in Article III) to
recharge and store the water into the Basins, and (iv)
whether CVWD can reduce its consumptive use of Colorado
River water in an equal amount for delivery by exchange to
IID (‘*Return Water’). (It is the intent of the Parties that
CVWD provide Return Water to IID by reduction of the
consumptive use of Colorado River water by CVWD.)

(b) The rights of IID to store water in the Basins
shall be subject to: (i) CVWD's storage needs in the Basins
as determined by CVWD in its sole and absolute discretion,
but subject to its good-faith obligation to IID under this

Agreement; (ii) the pre-existing rights for the storage
needs of the Metropolitan Water District of Southern
California, a California public agency ("MWD"); (i1i) the

storage needs of certain public agencies with preexisting
rights, which agencies are more particularly listed on
Exhibit "B" attached hereto and by this reference
incorporated herein; and (iv) Article IV below. CVWD, MWD
and those entitles listed on Exhibit "B" shall sometimes be
referred to herein, collectively as the "Pre-existing Right
Holders.™"

(a) IID shall provide written notice ("Storage
Notice") to CVWD by October 1 of the preceding year in which
1ID desires to deliver Colorado River water to CVWD for the
purpose of storage of such water in the Basins. The Storage
Notice shall include the proposed acre feet to be stored in
the Basins during the Calendar Year and the proposed
delivery schedule of such water.



By December 1, prior to the year of proposed storage, CVWD
shall provide written notice to IID of the amount of IID
Water which may be stored in the Basins, if any, during the
next calendar year and the schedule for acceptance of such
water.

Notwithstanding the foregoing, IID acknowledges that,
at the time of the actual delivery by IID of the IID
Water, CVWD may not able to store the IID Water due to
natural disasters, acts of God or other reasons beyond
CVWD's con=zrol. For these reasons if CVWD cannot store
the agreed to IID Water in the Basins, IID agrees to
waive and release all claims against CVWD and its
officers, directors, employees, agents, successors and
assigns (collectively, "Released Parties") arising from
or in connection with the failure to store IID Water in
the Basins or any loss in connection therewith.

ARTICLE IIT

RECHARGE FACILITIES

It is the intent of CVWD to locate sites and construct
facilities to recharge and store water into the Basins to
accommodate a recharge capacity estimated to be 80,000 acre
feet per year (‘'‘Recharge Facilities’). At the time of the
execution of this Agreement, CVWD has (i) identified one or
more locations acceptable to CVWD for the recharge of water
into the Basins and (ii) proceeding to design and construct
facilities to meet the intent of the Recharge Facilities
noted above. IID’s richt to store IID Water at these
facilities shall be subordinate to CVWD and the Pre-Existing
Right Holders. Additional sites and facilities could be
developed pursuant to the following Articles 3.2 through
3.5, and CVWD may also use "in lieu" recharge to recharge
and store water in the Basins.

At any time during the term of this Agreement IID may, by
written notice to CVWD, request that CVWD attempt to
identify additional locations for recharge facilities or "in
lieu" recharge opportunities which are satisfactory to
recharge additional water into the Basins, in the sole and
absolute opinion of CVWD, but subject to CVWD's good-faith
obligation to IID under this Agreement . CVWD may, but
shall not be obligated to, undertake such commission if IID
agrees to be responsible for all costs and expenses incurred
by CVWD. Upon written notice from CVWD, IID shall deposit
such sum with CVWD as shall be reasonably regquired by CVWD
("Search Deposit"). The Search Deposit shall be held by CVWD
for all costs and expenses incurred by CVWD to attempt to



locate or cause to be located, adequate locations to
recharge water into the Basins. IID hereby authorizes CVWD
to use the Search Deposit to offset costs and expenses,
including staff and other labor costs, related to the
foregoing. If further funds are necessary and based on a
proper acccunting of the Search Deposit, IID shall, within
thirty (30) days after written demand, deposit funds with
CVWD in an amount CVWD and IID considers sufficient to pay
or reimburse CVWD's expenses and costs. CVWD shall not be
required tc undertake or continue to identify the location
of additional sites unless and until IID delivers to CVWD
the Search Deposit and the additional monies requested by
CVWD and agreed to by IID. Once CVWD has provided written
notice to IID that sites exist or do not exist, any excess
or unused Search Deposit funds will be reimbursed to IID.

3.3 In the event CVWD identifies acceptable additional
sites or in-lieu recharge opportunities, CVWD shall notify IID,
in writing, of the location thereof and whether CVWD shall design
and construct, or cause to be designed and constructed
'Additional Recharge Facilities’ consisting of the following:
water transmission facilities if required, recharge facilities,
and pumping facilities (‘Recovery Wells’), if required, to
extract water from the Basins at such locations. In such
event, IID's richt to store IID Water at such sites shall only be
subordinate to CVWD and not the Pre-Existing Right Holders.

3.4 If CVWD does not elect to construct the Additional Recharge
Facilities or develop the additional in-lieu recharge
opportunities, IID may elect to require CVWD to design and
construct recharge facilities or in-lieu recharge opportunities
at the identified site(s), ’'IID Recharge Facilities’. In such
event, IID shall pay all costs and expenses incurred or accrued
in connection with the design and construction of the IID
Recharge Facilities in accordance with the following:

(a) CVWD shall employ(with IID’s approval and
oversight), at IID's cost and expense, a qualified
professional engineering firm to plan, design and prepare
detailed construction plans and specifications for the IID
Recharge Facilities in full and complete accordance with
CVWD's design criteria and standards. Prior to hiring the
engineering firm, CVWD shall notify IID, in writing, of the
initial estimated cost of the engineering firm to complete
the foregoing. IID shall deposit such sum with CVWD the
amount set forth in the initial estimate plus an additional
fifteen percent as a contingency amount ("Engineering
Deposit"). The Engineering Deposit shall be held by CVWD
for all costs and expenses incurred by CVWD pursuant to the
agreement with the engineering firm. IID hereby authorizes



CVWD to use the Engineering Deposit to offset costs and
expenses related to the foregoing. If further funds are
necessary and IID agrees based on a proper accounting from
CVWD, IID shall, within thirty (30) days after written
demand, deposit funds with CVWD in an amount CVWD considers
sufficient to pay or reimburse CVWD’s costs and expenses.
CVWD shall not be required to retain or continue the
services of an engineering firm unless and until IID
delivers to CVWD the Engineering Deposit and the additional
funds requested by CVWD. Any excess or unused Engineering
Deposit funds will be reimbursed to IID.

(b) IID shall pay or reimburse CVWD for (i) compliance
with all laws, including environmental laws and all
requirements of the Federal Endangered Species Act and the
California Endangered Species Act, arising out of or in
connection with, construction of the IID Recharge Facilities
and for compliance with all (ii) conditions and mitigation
measures of each such consent or permit which must be
satisfied in connection therewith. The term "environmental
laws" shall include, without limitation, the California
Environmental Quality Act, the National Environmental Policy
Act and other applicable state and federal environmental
laws.

(c) Following receipt of CVWD's and IID's approval of the design
and construction plans and specifications and compliance with the
environmental laws, CVWD shall employ a contractor to install the
IID Recharge Facilities. IID shall pay all costs and expenses
associated with the construction of the IID Recharge Facilities.
Prior to hiring the contractor, CVWD shall notify IID, in
writing, of the initial estimated cost to construct the IID
Recharge Facilities. IID shall deposit such sum with CVWD plus an
additional fifteen percent as a contingency amount ("Construction
Deposit"). The Construction Deposit shall be held by CVWD for
all costs and expenses incurred by CVWD pursuant to the agreement
with the contractor and inspections and other services relating
to the construction. IID hereby authorizes CVWD to use the
Construction Deposit to offset costs and expenses related to the
foregoing. If further funds are necessary and IID agrees based
on a proper accounting by CVWD, IID shall, within thirty (30)
days after written demand, deposit funds with CVWD in an agreed
to amount CVWD considers sufficient. CVWD shall not be required
to retain or continue the services of a contractor unless and
until IID delivers to CVWD the Construction Deposit and
additional funds requested by CVWD. Any excess or unused
Construction Deposit funds will be reimbursed to IID.

3.5 In the event IID has paid all of the costs set forth in
sections 3.1 through 3.4, IID may request storage of IID Water
pursuant to the provisions of Article II at the IID Recharge
Facilities; and IID's right to recharge and store IID Water at



such IID Recharge Facilities shall be subject to availability of
storage capacity in the Basins as determined by CVWD in its
reasonable discretion. If such capacity exists, such IID Water
storage shall be superior or senior to the Pre-Existing Right
Holders, and IID’'s right to call for Return Water shall be
subject to available capacity in the delivery facilities to
deliver or allow the stored water to be used in CVWD’s service
area. Such reasonable discretion on the part of CVWD shall
include a determination that said existing capacity is or will be
needed by CVWD pursuant to its groundwater management plan during
the relevant IID storage period.

3.6 At the termination of this Agreement, ownership of said IID
Recharge Facilities shall revert to CVWD.

ARTICLE IV

DELIVERY OF TIID WATER TO CVWD FOR RECHARGE

4.1 IID shall deliver the IID Water to CVWD at the
Coachella Canal Heading on the All-American Canal for delivery of
the IID Water through the Coachella Canal or such other location
as shall be agreed to by the Parties ("Point of Delivery").

4.2 Notwithstanding the Point of Delivery, the risk of not
delivering the IID Water to the Recharge Facilities, Additional
Recharge Facilities and/or the IID Recharge Facilities shall
remain with IID until such water has been delivered to the
recharge facilities unless such non-delivery is a result of the
gross negligence or willful misconduct of CVWD arising out of or
in connection with the foregoing. IID agrees to waive and release
all claims against CVWD arising from or in connection with the
foregoing. Thus, for example, if there is a break in the
Coachella Canal, and IID Water is lost due to the break, CVWD
shall have no responsibility or liability to IID due to the loss
of IID Water.

4.3 All IID Water delivered by IID to CVWD shall be
measured by measuring devices and equipment installed or existing
at the delivery structures at the Point of Delivery. 1In the
event water is delivered to CVWD concurrently with the IID Water,
the amount of IID Water shall be the total amount of water
purportedly delivered less the total amount of water purportedly
delivered to CVWD.

ARTICLE V

PAYMENT TO CVWD FOR STORAGE AND RECHARGE OF IID WATER

5.1 Before IID Water is delivered to CVWD for recharge and



storage, IID shall be notified of all costs including operations,
maintenance, pro rated capital costs of the Recharge Facilities
other than IID Recharge Facilities, administration and necessary
consents, approvals, permits, licenses or entitlements, if any,
from all groundwater authorities for the purposes necessary to
implement the provisions of this Agreement. In addition, CVWD
shall notify IID of all costs for compliance with all
environmental laws and requirements of the Federal Endangered
Species Act, arising out of or in connection with, transmission
and delivery, recharge and storage of IID Water.

5.2 If IID agrees with these costs for the recharge and
storage of IID Water in the Basins andIID pays to CVWD all costs
and expenses incurred by or in connection with the transmission
of IID Water from the Point of Delivery to the Recharge
Facilities, Additonal Recharge Facilities, and/or IID Recharge
Facilities and the recharge and storage of IID Water through the
Recharge Facilities, Additional Recharge Facilites and/or IID
Recharge Facilities into the Basins in accordance with the
formula attached as Exhibit "C" hereto and by this reference
incorporated herein, and CVWD shall recharge and store